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Foreman Safe-maker 1870. 
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I, was pride in craftsmanship which made famous 
the work of the forbears of John Tann and formed a 
tradition upheld in three centuries. If Bill Bond 
were alive to-day he would be as proud of John Tann 


craftsmanship as he was in 1870. 


In 1750 was born the Founder of the 
Safe Industry and great-great-grandfather 
of the present Governing Director of 
John Tann Ltd. Starting as a smith. 
and later as an iron-founder, he found 
such interest in the making of the 
treasure-chests of the period that in 1795 


he established. with his son. the world’s 





first firm of safe-manufacturers. concen- 
trating solely upon the provision oi 


security from fire and theft. Since then. 





John Tann craftsmanship has been 
devoted to ever-increasing security. For 
example, the TANNSTEEL strongroom 
door here illustrated gives protection 
from fire. flood. fraud. burglary. high- 


explosives. the oxy-acetvlene blowpipe. 


air attack and revolution. 





JOHN TANN LTD., 117, NEWGATE STREET, LONDON, E.Cl 
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SIR FREDERICK LEITH-ROSS, G.C.M.G., K.C.B. 
(until recently Governor of the National Bank of Egypt, who has been appointed 
a director of the National Provincial Bank). 
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should be finalized within normal working hours; all accounts 
should be not only completed but proved; every desk should 
be cleared of today’s work today. 

Burroughs are in business to make this practicable. First, 
by expert advice on how to get an accounting routine working 
evenly, with no overloading and maximum output. Secondly, 
by installing the business machine exactly suited to the system 
that gives the best results. 

The Burroughs organization is known all over the world. 
Experience of the changing needs of business, on the widest 
scale possible, helps them to solve the most localized problem 
faster. And provide an on-call maintenance service that keeps 
their machines on the job all the time. 
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Peak periods in a bank’s activities sometimes cause strain. The Lc 
Burroughs publication ““Ways to Save Time in an Office” analyses 
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A Banker’s Diary 


Mr. GAITSKELL’S announcement of a projected dividend freeze and of intensified 
price control was made as this issue of THE BANKER was passing through 
the press. Detailed discussion of these unhappy political 

Ice Age manoeuvres must therefore be reserved until next month. 

Economics But the way for this retreat from economic reality had already 

been prepared by the Chancellor’s attitude at his Press con- 

ference earlier in the month, at which he had shrugged off all new measures of 

constructive policy and had merely evinced a resigned discontent in a recital 
of unpalatable—though not yet really disastrous—facts. 

The bleakest of the facts that he disclosed at this Press conference was, of 
course, that the sterling area’s dollar surplus had dwindled from $360 millions 
in the first quarter of 1951 to $54 millions in the second. The Chancellor 
opined that there were three main reasons for this. The first—and most 
alarming—was that there had been an increase in sterling area imports from 
the dollar area; with most of the Dominions accumulating ever larger sterling 
balances, this tendency may increase. The other reasons adduced for the 
deterioration were a decline in exports from the overseas sterling area to the 
dollar area and a decline in gold and dollar receipts from the E.P.U. and other 
non-dollar countries. These declines are partly seasonal and may also be 
partly due to the fall in raw material prices; it would be unwise to draw too 
melancholy conclusions from them yet. 

Mr. Gaitskell then turned to the “ overall” balance of payments of the 
United Kingdom itself. This, he said, was now worse than had been envisaged 
at the time that the Economic Survey was written. ‘All the unfavourable 
tendencies we expected are there, and almost all of them are developing more 
strongly than we expected.”’ At first sight, this is rather a surprising statement. 
The Economic Survey must have been written (as distinct from published) 
some time in February or March. Between mid-February and end-June, 
international commodity prices, as measured by the Dow futures index, fell 
by over 16 per cent.—and if the official forecasters really expected commodity 
prices to fall more heavily than this, they were much more optimistic than 
most other market judges. Nevertheless, Lord Pakenham told the House of 
Lords last month that the Government now expects the import bill for the 
year to June, 1952, to be about £950 millions above that for the same volume 
of imports in 1950. This estimate seems to assume that import prices will 
not decline much below their level of last May, which was 42 per cent. above 
the average level in 1950 and 13} per cent. above the level in February, 1951. 
As there is believed to be a four to five months’ lag between the actual purchase 
of many commodities and their appearance in British import returns, most 
outside observers had hoped that import prices in May and June could be 
regarded as a peak rather than a plateau—and had been looking forward to 
some decline by the late summer. If this hope is now to be abandoned, the 
prospect for Britain’s balance of payments seems bleak indeed—unless steps 
are taken to reduce the volume of imports and the pre- emption of export 
goods by domestic consumers (if necessary by allowing prices to rise). 
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It was the notable absence of any concrete Government proposals for reducing 


internal demand that was the most disappointing feature of Mr. Gaitskell’s 

statement at his Press conference. In the first five months 

Eating of this year the monthly volume of imports was 9 per cent. 

the above the 1950 average, while the monthly volume of exports 

Cake was only 4 per cent. above it. It is most unlikely that this 

unfavourable trend can be corrected by the fixing of new 

export targets and by the “ consultation’ with export interests that Mr, 

Gaitskell promised. It can be cured only by eradicating the root causes— 

and one at least of these is the increase in home demand. In the first four 

months of this year personal consumption was about 5 per cent. higher than 

in the equivalent period of 1950. If this trend was continued over 1951 asa 

whole, consumption would rise by £450 millions in the year (at 1950 prices) 

instead of falling by the £50 millions for which the Economic Surve v budgeted. 

The British public really cannot expect to eat this much more cake and have 
balance of payments stability too. 

When compared with the outturn of consumption, the excess of the external 
deficit over the Economic Survey's estimate looks almost modest. If the 
£555 millions visible deficit shown in the last six monthly trade returns is 
roughly adjusted to allow for invisible receipts (assuming last year’s level) 
and for the freight and insurance elements in recorded imports (assuming last 
year’s ratio between imports and freight charges), the indicated external 
deficit for the first half of this year would be about £130 millions—an annual 
rate of deficit of about £260 millions, compared with the £100 millions deficit 
(including stockpiling expenditure) assumed in the Economic Survey. But it 
is clear that this rate of deficit cannot be tolerated indefinitely—nor can the 
squeeze on supplies of coal and other “ bottleneck ” products that the rise in 
consumption is also tending to impose. It is true that the high level of personal 
spending in the first half of this year resulted partly from purchases made in 
anticipation of higher prices and shortages; Britain has lately been experiencing 
the boom in consumption that many other countries (especially countries 
that were not deadened by price control) experienced in the autumn of last 
year—when, of course, the re latively restrained level of consumption here 
allowed the balance of payments to rocket into surplus. It may be that the 
recent British spending spree will be followed by the sort of breathing space 
that such countries as America, Holland and Belgium are now experiencing. 
But the Government would be very unwise to rely on this—especially if it 
is now to encourage more spe nding by intensifying price control. It would 
also be unwise to believe that either political exhortation or the increase in 
industrial production—which, so far, at 5 per cent. above the 1950 level, is 
slightly better than forecast—will suffice to pull export earnings out of the hat. 


Tue British Bankers’ Association has performed a valuable public service by 
publishing the memorandum that it recently submitted to the Royal Com- 
mission on the Taxation of Profits and Income. In view 

Banks of its public importance, this memorandum is reprinted 

and the verbatim on pages 118 to 127, but as it appeared just as 
Tax Enquiry this issue of THE BANKER was going to press, only brief 
comment is possible at this stage. The highlight of the 

banks’ contribution is undoubtedly the new light they throw upon the damage 
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that is being done to the liquidity of British industry by present high levels 
of taxation—and especially by the Inland Revenue’s insistence on the system 
“of basing de preciation allowances for fixed capital on original cost and of 
levying taxation on ‘ profits’ which reflect merely an inflationary rise in the 
price of stock’’. The effects of these pressures have been very evident in the 
publishe d ac counts of public companies, but in the past there has been little 
scope for measuring their impact—presumptively even heavier—upon private 
companies. The banks now provide valuable statistical material towards 
filling this vital gap. 

They have analysed the liquid position of 1,500 (unnamed) private com- 
panies from among those whose balance sheets were available to them in the 
ordinary course of their business as lenders. In 1946, the combined holdings 
of cash and securities of these 1,500 companies exceeded their combined over- 
drafts by a sum equivalent to 5.7 per cent. of their capital and reserves. The 
analysis shows that, in the process of building up their stocks from the excep- 
tionally low levels of 1946 to the level required by their present-day volume 
of production, these companies have so eaten into their liquid reserves and so 
increased their borrowing from the banks that their combined overdraft, when 
their balance sheets were struck in late 1949 or 1950, was more than double 
their combined remaining holding of cash and securities, giving a collective 
deficiency of liquid assets equal to 14.3 per cent. of their capital and reserves. 
Yet the funds they have secured by running down liquid assets and by 
borrowing from the banks, coupled with additions to their own resources, 
have been sufficient, after providing for the increase in stocks, to finance an 
increase of no more than 5 per cent. in the money value of their other assets. 
This 5} per cent. margin cannot have been sufficient to preserve their fixed 
assets intact. Although the banks’ sample necessarily relates to private 
company borrowers rather than to such company customers as a whole, this 
evidence seems to carry the clear warning that if inflation continues w ithout 
some amendment of company taxation, this gallop towards a crisis of business 
liquidity is likely to grow steadily faster; while if inflation does not continue, 
but ever gives way to any considerable trade recession, the dragons’ teeth 
sown in these last five years of unwise taxation of capital could give rise to 
truly frightening financial whirlwind. 


EarLY last month, hard on the heels of the disclosure that the clearing banks 
are launching an increase in their charges for loans and overdrafts, came the 
news that the banks and discount houses were raising their 

Towards discount rates for commercial bills—including both bank and 
Dearer trade paper—and certain associated rates, from July 9. The 
Money technical aspects of these changes, and their implications for 
the discount houses and the banks, are discussed in detail in 

THE BANKER’s annual survey of the discount market that appears on pages 
93 to 100 of this issue. It needs to be emphasized here, however, that this rise 
in discount rates, like that in advances rates, springs solely from the banks’ 
search for means of buttressing their revenues against rising costs and rising 
tisks, Although it is true that these changes could scarcely have e been attempted 
had the monetary authorities been strongly opposed to them, the fact that 
the lending institutions have been left entirely free to make them definitely 
does not imply that there has been any sudden change in the official attitude 
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towards dearer money; the Government’s view is still that Treasury bill 
rates (and, of course, Bank rate) should remain unchanged. 

Yet the latest leap in bank advances, and other phenomena of the current 
inflation, reinforce the contention of those who believe that the pressure of 
inflation will never be sufficiently contained unless the authorities are prepared 
to use the orthodox weapons of monetary restraint. These banking trends 
make the two opening articles in this month’s issue—debating the pros and 
cons of dearer money—even more timely than when they were first planned 
some weeks ago. The case for a tougher policy is set forth by Mr. Oscar 
Hobson, well-known advocate of monetary realism, who presents first a valuable 
summary of the lessons that emerge from re cent discussion elsewhere, and then 
adds his own forceful contribution. The case ‘“ for letting well alone ”’ is pre- 
sented by Mr. H. M. O'Connor, a member of the discount market, who recently 
opposed the arguments for dearer money as urged in the correspondence 
columns of The Times. He examines, in particular, the technical aspects of 
the problem as he sees it. It is noteworthy that he does not argue that rates 
should be prevented from rising; he expects them to rise—but objects to any 

‘‘ forcing” tactics by the authorities, on the grounds that these might have 
‘dangerous and unpredictable ”’ results. This is not the moment to develop 
in detail THE BANKER’sS own views; but it believes that, if the authorities 
would re-furbish the tarnished weapons of monetary orthodoxy and would 
re-capture some of their former skill in using them, a policy of monetary 
restraint could be pursued with much greater delicacy than many people 
suppose—and yet could make a potent contribution to anti-inflation efforts 
as a whole. 


THE banking trends for the month of June are this year of such particular 
interest as to deserve discussion separately from those for the half-year, 
which is analysed in detail in the article that begins on page 

Advances’ 8&8 (and includes our usual table of changes over the month 
Biggest and year). By far the most important movement over the 
Rise ‘month ’—actually, the period since the May make-up was 

just over six weeks—was an increase in the advances item by 

no less than £89 millions, easily the largest increase ever recorded, and one 
that carries the total to the new peak of £1,882 millions. Since cheques in 
course of collection dropped sharply from the abnormal level touched in May, 
there is no reason to suppose that the end-June advances item was distorted 
by any undue inflation of the inter-branch clearings (which all banks, except 
Lloyds, group with advances), although it is possible that other technical 
adjustments may have accounted for a small part of the month’s exceptional 
increase. It is noteworthy, too, that one other influence that sometimes 
causes curious fluctuations from month to month—advances for tobacco 
financing—has certainly not caused any expansion of aggregate advances on 
this occasion; on the contrary, the advances of the National Provincial bank 
rose during the period by only £8 millions, or by much less than those of any 
other of the Big Five banks. It must be presumed, therefore, that the month's 
movement is a fair measure of the greatly increased pressure of de »mand for 
accommodation that is being generated by the rise in primary commodity 
prices and by the more general sources of strain upon industry’s working 
capital. It should be noted that the needs of the nationalized industries are 
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likely to have played their part—during the month, as in the half-year as a 
whole—in the rising demands for credit; the new issue of Gas stock was not 
made until after the turn of the half-year. This varying incidence of funding 
oper rations accounts for part of the very large disparity between the latest 
rise in advances and that recorded for June, 1950; the rise then was only {10 
millions, but during that month substantial repayments were being made out 
of the proceeds of the first call on the B.E.A. loan. 

The sharp acceleration of the rise in advances has not been accompanied 
by any corresponding movement in the total volume of credit. On the con- 
trary, the rise in net deposits during the six weeks to end-June was appre- 
ciably less than that for the similar period of last year—it amounted to just 
under {72 millions, compared with {91 millions. This divergence between the 
figures for advances and deposits indicates, of course, that the central 
Government was leaning much less heavily upon the banking system in June 
of this year than it was twelve months earlier. It appears, indeed, that whereas 
last year the central Government was a heavy borrower, on this occasion it 
was moderately reducing its indebtedness. This change springs mainly from 
the recent sharp deterioration in the balance of payments, but it possibly owes 
something also to the rising trend of the note circulation. 


Tue Gas Council’s approach to the market for £75 millions (of which £48.6 
millions is required to repay temporary borrowings) was in the same pattern 
as other recent gilt-edged operations. The terms—a 3} per 
Gas Stock cent. Government-guaranteed stock with maturity dates 1969- 
Issued 71 and an issue price of g8—gave very little away to the 
market, so that it was never to be expected that there would 
be any large public response. The technical over-subscription—applications 
in excess of £100,000 were scaled down to 85 per cent.—was clearly due to 
heavy applications from the departmental funds; to this extent, the early 
proceeds of the loan are being provided merely by switches out of internally- 
held floating debt (60 per cent. of the total had to be put up before the end of 
last month). Hence the commercial banks are in effect being required to lend 
more to the Government on floating debt—while receiving most of this money 
back again in the form of repayments of Gas advances. The timing of the 
issue—in the first faint flush of gilt-edged recovery after the opening of the 
Kaesong talks—suggests that the authorities either do not expect the market 
to remain in very robust health or else wanted to get this Gas operation out 
of the way in view of possible bigger borrowing projects to come. 


THe United States has recently circulated to interested Governments its 
suggested draft for a definitive peace treaty between the Allied Powers 
and Japan. The economic clauses of this draft are of con- 

Peace Treaty siderable importance and should in the main give cause for 
with Japan satisfaction. By the text of the treaty, the Japanese 
Government affirms its liability for the pre-war external 

debts of Japan and expresses its intention to negotiate settlements with its 
creditors at an early date; the prospect of such a settlement has set off a minor 
boom in Japanese bonds on the London Stock Exchange. Japan would also 
undertake to enter into stable and friendly trading and maritime relations with 
the signatories and to grant them most favoured nation treatment for at least 
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three years after the treaty comes into operation—except that she would not 
be expected to grant this treatment to any country that did not reciprocate, 
Unfortunately, it seems that the main non-reciprocating country may be 
Britain. In a statement on this issue made after the publication of the draft, 
the President of the Board of Trade announced that “ bearing in mind the 
pre-war record of Japanese competition, especially in the textile trades, we 
have decided not to accord most favoured nation rights to Japan because we 
feel that we must for the present retain our freedom to protect our economy 
against abnormal and injurious competition ’’. This is a question that should 
not be decided solely on the grounds of the convenience of established industries 
in this country. If most favoured nation is refused to Japan by Britain, it 
will involve far greater sacrifices for consumers in the colonial territories than 
for those in the United Kingdom. 


THE Chancellor of the Exchequer announced recently that the British Govern- 
ment intends to repay the outstanding balance of the loan that was raised 
from the Reconstruction Finance Corporation in 1941. This 
R.F.C. loan, which was negotiated just be fore Lend-Lease came into 
Loan effect, enabled Britain to raise dollars against the security of 
Repayment certain direct and marketable investments that it had been 
found impossible or unwise to liquidate on the American 
market. The loan bore interest at 3 per cent. and the whole of the income 
on the pledged securities was used to pay this interest and to redeem the 
capital outstanding. That process has recently been gathering momentum 
and the amount of capital outstanding has diminished from year to year. 
With the completion of the repayment next October, the underlying securi- 
ties will be freed from their lien to the Reconstruction Finance Corporation. 
The total value of this collateral is likely to be in the neighbourhood of $800 
millions; in 1945 it was officially estimated by an American spokesman at 
around $700 millions and values have risen since then. The major part of 
this collateral represents direct investments, notably the subsidiaries and 
offices of British insurance companies operating in the United States; these 
investments were never vested in the Treasury but were borrowed from the 
original owners and will be returned to them. The marketable securities that 
formed part of the collateral were, however, mostly acquired outright by the 
Treasury, and it is only in exceptional circumstances that the Treas sury will 
be prepared to resell them to their original owners. This will in fact be done 
only where resales, which will be made at current market prices, will enable 
the purchaser in Britain to re-establish traditional trade links with the United 
States. It appears to be the intention of the British Government to retain its 
ownership of the rest of the dollar securities and thus, in effect, operate an 
investment trust in the United States. This may cause certain complications 
and might conceivably lead to complaints from the United States, on the 
grounds that the British Government may intrude in American domestic 
affairs by its holdings in American enterprises. 





Articles held over 
Owing to the publication in this issue of the memorandum submitted to the 
Tax Commission by the British Bankers’ Association, it has been necessary, at the 
last minute, to hold over until a subsequent issue the second article in the series 
on “ Banking Panorama since 1851” and the concluding article on “ Should 
British Banks give more Status Information ?”’ 
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DEBATE ON MONETARY POLICY 


I—The Case for Dearer Money 
By Oscar R. Hobson 


EBATE on the part which monetary policy should play in the present 
international, and national, situation has quickened in recent months 


and, simultaneously and largely independently of deliberate policy, 
significant events have been happening in the monetary field. I propose here 
to pass under review the progress of the discussion as it has developed in the 
Press, notably in letters to The Times and in a series of articles in The Economist, 
and in bank reviews, particularly the annual report of the Bank for Interna- 
tional Settlements, to take note of the concrete events in question, i.e. the 
raising of certain interest rates, and then to add some comments of my own. 


RECENT DISCUSSION SUMMARIZED 


As to the controversy, one can conveniently start with a letter from Sir Cecil 
Kisch, printed in The Times of May 2. Sir Cecil referred to the present-day 
reluctance to use the interest rate weapon as part of the defence against 
inflation and said that it was due (1) to objection to increasing the interest 
charge on the National Debt and (2) to fears that if interest rates were raised 
unemployment might be caused. He suggested that both fears lent them- 


selves to overstatement and concluded by affirming that “‘ the time is surely 
overdue for returning to proved methods of monetary control ’’. Sir Cecil’s 
letter brought a reply from Mr. Hugh M. O’Connor, managing director of one 
of the discount companies, who put the case against any deliberate action to 
raise interest rates. 

This case he argues more fully in an article in this issue of THE BANKER 
so that I need only say here that he made three main points, namely: (1) that 
the adoption after all these years of ‘‘ dearer money ”’ would mean a very drastic 
change of policy whose effects would be incalculable,(2) that the onus, therefore, 
lay on those who proposed the change to say exactly what they hoped to 
achieve from it and how it would lower prices, increase production and 
reduce inflation, (3) he asked how, if inflation is world-wide and in particular 
is rampant in the United States, we could escape it here by “‘ manipulating ” 
our internal money rates. 

Mr. O'Connor was answered in The Times by another letter from Sir Cecil 
Kisch, who agreed that while America’s anti-inflation record might not be 
much to boast about, it had clearly been better than ours, since we had been 
forced to devalue the pound. Professcr R. G. Hawtrey also joined in the 
controversy. Answering Mr. O’Connor’s specific question as to how higher 
interest rates would lowe r prices, increase production and reduce inflation, he 
said: “The banks generate money by lending. Their customers borrow in 
order to spend. If the banks restrict their lending or deter borrowers by 
charging higher rates, there will be a diminution of spending. The root cause 
of inflation is excessive spending, and dear money is calculated to check the 
evil at its source. . . . Past experience has shown that a rationing of credit 
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fas an alternative to charging higher rates} can accomplish but little’’. To 
this characteristically lucid exposition of how dear money works, he added a 
comment on the agnostic attitude so prev valent in the City: “A century of 
experience and all the theory built upon it have been forgotten’. Professor 
Hawtrey went on to deal with the question of how, if there is inflation in the 
United States, we could escape inflation by monetary control. We cannot, he 
said, unless we cut the pound adrift from the dollar—and thereby launched 
into a different, though allied, controversy which was dealt with in THE 
BANKER last month and need receive no further treatment here. 

Then The Times itself weighed in (May 18) with a leader expressing its 
own views on the respective cases presented by its correspondents. The rise 
in prices and wages, it said, had set many people thinking afresh about the 
means of combating the continuous debasement of the purchasing power of 
the pound. Some of those people had turned to the one traditional method of 
restraint which has been little tried or discussed in recent years, namely, 
control of money itself by central monetary policy. There was no mystery 
about how that control works. “It is a simple diminution of the too much 
money that chases too few goods’. The Government, though it had allowed 
long-term interest rates to rise, had not done anything to diminish the supply 
of money but had kept it abundant and had kept short- term rates low. The 
Times then referred to the “ deep-rooted suspicion "’ that higher money rates 
meant depression and unemployment and went on to suggest that these fears 
might be exaggerated and that it might be possible to use money rates to the 
extent necessary to bring about stability without using them so severely as to 
cause severe unemployme nt or depression. And finally, The Times hit one 
very important nail squarely on the head when it said that though monetary 
policy could be used locally to deal with inflation of local origin, what was 
really needed was that monetary policy should be international, and first and 
foremost Anglo-American. 

Simultaneously with The Times symposium, but indepe ndently of it, The 
Economist was arguing ‘‘ The Case for Monetary Policy ”’ in a series of three 
important articles (May 5, 12 and 19), a distinctive feature of which was that 
they contained the first practical and detailed plan yet put forward for a 
restoration of effective credit control in this country. In its first article The 
Economist, like The Times, joined issue with the argument that dearer money 
would provoke unemployment. A really tough deflationary policy might do 
so, it said, but the object of the tighter money school was not deflation but to 
ensure that the rise in domestic prices that is resulting from the rise in import 
costs shall not have superimposed on it an inflationary rise resulting from an 
excess of monetary demand at home. “ Restraint by monetary policy,” it 
pointed out, “is not in principle any more antagonistic to employment than 
is restraint by budgetary policy ’—though, to be sure, the full efficacy of the 
budgetary weapon against inflation can only be realized by enforcing budgetary 
economies on a scale which the present Chancellor, like the last, refuses to 
countenance. 

The essence of a sound monetary policy should be flexibility. It cannot be 
based on a preconceived level of interest rates. No one can say in advance 
whether, for example, a rate of 44 per cent. would be too high or too low. 
The first thing the authorities have to do is to turn their backs finally on the 
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Daltonian policy and reduce their borrowings from the banking system. Ever 
since 1939, indeed, the central bank has had no real control over the volume 
of its own assets (lendings or purchases of securities) and therefore over the 
volume of money. Assistance to the market via the “ special buyer ”’ of bills 
has never been refused. In effect, therefore, the volume of credit has come to 
be controlled by the planners, planning in mainly physical terms. From the 
moment that the central bank was put into the position of automatically 
underwriting the certificates of the planners, it abdicated from its position of 
sovereign controller of the volume of money. 

The first step towards resuming its throne is for the Bank of England to 
warn the market that it cannot in future rely on additional credit always 
being forthcoming. The Bank must re-establish its initiative, gradually 
tightening its rein on the short loan market and so bringing about a gradual 
advance in market rates of discount. (Whether, once the market appreciated 
the radical change in policy, the advance in rates would be “ gradual ”’ is 
perhaps a matter upon which doubts may be legitimate.) The advance in 
discount rates would logically require an increase in the banks’ deposit rates. 
Finally, the Bank rate itself would have to be raised and steps taken to estab- 
lish once more conventional relationships between Bank rate and the various 
market rates. 

In concluding, The Economist writer dealt with the relationship between 
his proposed policy and the budget. He admitted that monetary policy could 
not cope with inflation fed by a really reckless budgetary policy. But, short 
of that, “‘ the more obstinately the Government clings to arbitrary interest 
policies and to high levels of welfare and other non-defence expenditure the 
stronger would be the resistance needed from monetary policy. If that policy 
were to take the main strain of resisting inflation, then indeed it would be 
necessary to envisage a rise in Bank rate to levels beyond the range associated 
with ‘cheap money’’”’. The Economist writer further made the powerful 
point that a moderate rise in the floating debt rates might easily cost the 
Exchequer less than it would have to pay in increased costs of goods and 
services, in which the inflation, which might be the alternative to such a rise 
in rates, might involve it. 

Finally, reference must be made to the strong advocacy of monetary 
restraints including higher interest rates which is a feature of the twenty-first 
annual report of the Bank for International Settlements, which appeared at 
about the same time that the above-mentioned discussion was proceeding in 
the English Press. The B.I.S. expressed the view that in the present emergency 
“a judicious combination’ of direct and monetary, or credit, controls was 
required. It admitted that the rate of interest was not the only weapon of 
credit policy, but thought that there are some special reasons for employing 
itnow. It enunciated five such reasons, namely: 

(1) It will be possible by an increase in interest rates to curtail lines of 
investment which may escape direct controls of the kinds that are likely to 
be adopted now—for it is a “ complete illusion ’’ to suppose that controls as 
comprehensive as those applied in full-scale war, could be introduced in 
peace-time. 

(2) If long-term rates are allowed to find their natural level, central banks 
will not have to create purchasing power for the express purpose of supporting 
the market quotations of Government bonds. 
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(3) Credit measures have the advantage of flexibility; they can be stiffened 
or relaxed more easily than physical controls—and unlike the latter they 
involve no administrative costs. 

(4) The effect of increased interest rates on the volume of employment is 
often greatly exagger rated. In the present boom they involve ‘‘ no danger ” 
of any increase in unemployment. 

(5) After these years of rising prices and low interest rates, it is desirable 
to give “ a fairly conspicuous outward sign that the time has come to encourage 
savings again 





ACTION IN PRACTICE, INERTIA IN THEORY 

This rather long summary of the contributions of others to the discussion 
of this cardinal problem of ‘‘ monetary control ” has at any rate this advantage, 
that it renders it unnecessary for me to argue in any formal manner the case, 
in which | strongly believe, for the use of the rate of interest as a means of 
regulating and co-ordinating the workings of the economic system in this time 
of strain. The participants in what in effect is a symposium on the “ dearer 
money ’’ question, have presented the general arguments on both sides far 
more effectively than I could hope to do. It is to be noted, indeed, that 
Mr. O’Connor did not secure any positive, articulate support, so far as The 
Times correspondence columns at any rate are concerned, for his antagonistic 
or at least agnostic attitude. That is rather characteristic of a large section 
of opinion, whether in the City or in Whitehall or elsewhere. It does not, and 

cannot, launch a head-on logical attack on the case for monetary control, so 
it resorts rather to defence by delaying tactics, by setting ambushes and 
innocent-looking booby traps for its opponents and by trying to sidetrack 
them. Twenty years of cheap money have rallied the forces of conservatism 
and inertia in favour of its continuance. There has developed a “ vested 
interest ’’ in it among the banks which fear for its effects on their investment 
valuations (effects which, as it happens, they have not been able to dodge in 
any case) and at the Treasury which sees much more clearly that dearer money 
will increase the cost of the National Debt interest than that it will restrain 
the rise of other forms of e xpenditure. - This lazy -minded attitude owes not a 
little, I suspect, to the famous “ Full Employment ’’ White Paper of 1944 
which, while recognizing the importance of monetary control, encouraged the 
idea that one could safely contract out of the need for employing it during a 
reconstructive period of unstated length, even though that period would 
ex hypothesi be one of persistent shortage of capital. 

To speak thus of the opposition to monetary control is not, of course, in 
any way to deny that its reintroduction presents serious and difficult practical 
problems. Some of these have been ably and constructively discuss din The 
Economist articles to which reference has been made. Here I wish to develop 
one or two points which deserve perhaps fuller attention. This will come 
more easily if I first refer to some of the ‘‘ dearer money ” events, which, as 
I mentioned, have been happening here and in America and elsewhere, whilst 
the theorists have been talking. In the United States indeed the theorists 
have won something of a victory. They have persuaded the practical men to 
take action. Or rather it is the other way round; it is the practical men who 
control the Federal Reserve System who have persuaded the theorists, who 
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are the U.S. Treasury, to allow them to take action. At any rate, it has come 
about that the amazing system under which in time of blazing boom the 
holders of an important slice of the National Debt were guaranteed the right 
to convert their holdings into cash without loss, has been terminated. Perhaps, 
indeed, it has only been suspended—after some $4,500 millions of bank cash 
had thus been created in the nine months from June, 1950, to April this year 
—for as Messrs. John Davenport and Kurt Bloch write in the current Lloyds 
Bank Review, ‘‘ there is no assurance, of course, that it will not be resumed 
if the Treasury gets into difficulties with new and large financings which are 
coming up this year 

In this country, the theorists of the Treasury are apparently quite unmoved. 
(Mr. Gaitskell in his budget speech, indeed, gave higher long-term rates a pat 
on the back in saying that the fall in gilt-edged securities had helped to restrain 
private capital expenditure. But, a few days later, he gave higher short-term 
rates a violent blow on the head when he opined that the probable consequence 
of tightening credit would be to render our merchants unable to buy wool or 
rubber or tin!) But the practical men, the bankers, have nevertheless been 
acting. They continue, most of them, to disbelieve in dearer money as a means 
of combating higher prices in general. But they have been converted to a 
belief in it as a means of offsetting the higher prices which affect them—higher 
prices of ledgers and cheque books and adding machines and clerical labour. 
So they have raised their charges, their commissions for accepting bills of 
exchange and their interest charges on advances hitherto carrying rates of 
4} per cent. or less. 

As an interesting sidelight on the progress of banking thought, it is worth 
recording that the bank which took the lead in the raising of adv ance rate was 
the bank which for a generation past has consistently promulgated “ cheap 
money ’’ doctrine and which within the past year or two has argued in its 
Review for qualitative control of bank credit as distinguished from control by 
higher interest rates. 

Following upon the increase in advances rates came a decision by the 
discount market, acting in conjunction with the banks, to raise the discount 
rate on bank acceptances and other commercial bills. The significant point 
about this step is that it introduced another anomaly, more glaring than any 
which previously existed, into the general pattern of market rates. The three 
months bank accuptance is now to be discountable in the market at 1 per cent. 
as against the 44 per cent. rate to which it was raised in 1949. The Treasury 
bill rate, heioueiel or, remains unchanged, so that we are now to have the remark- 
able spectacle of a 4 per cent. rate for Treasury bills co-existing with a rate 
double as much for what is traditionally regarded as equally eligible (and at 
times has ranked as even slightly more eligible) paper, to wit, the clearing 
bank acceptance ! 

There is also to be noted a tendency for other financing agencies similarly 
to increase their rates to borrowers. The Agricultural Martenge Corporation 
has publicly announced an increase from 4 per cent. to 4} per cent., and there 
is reason to believe that the joint stock bank controlled Industrial and Com- 
mercial Finance Corporation has also in recent months stepped up its charges. 
Meanwhile, of course, gilt-edged prices have been falling and the yields on 
fixed interest securities rising. On undated Government stocks yields are now 
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approaching 4 per cent. as against only 24 per cent. at the height of the Dalton 
cheap money campaign just over four and a half years ago. 

All this amounts to saying that, so far as the “ private sector’’ of the 
economy is concerned, there has been a substantial stiffening of money sates, 
short and long. Whether the stiffening has been sufficient is a matter on which 
it might be unwise, at this moment, when it appears that the Korean war may 
be ending, to dogmatize. My guess is that, unless there is a much more pro- 
nounced détente between East and West than seems likely, it will prove not to 
be enough. But what stands out, even more clearly than before, is the contrast 
between rates charged to the public and the private sectors. 

This, it seems to me, is the outstanding point which needs to be hammered 
home at this juncture. What has happened in the private sector, particularly 
in recent weeks, shows that despite all the disbelief and resistance in the City, 
ultra-low rates are passing away. The City thinks they should not move— 
and yet they do move. 












SUBSIDIZING THE PUBLIC SECTOR 

But in the public sector, apart from the fall in gilt-edged prices and the 
recent change in the terms of issue of National Savings Certificates and Defence 
Bonds (which have had only a very trifling effect on the National Debt interest 
bill) rates have not moved. They have not moved because the Treasury has just 
dug in its heels and said they shall not move. I would go so far as to say, pace 
Mr. O'Connor, that the “ case against dearer money ’’ no longer cuts any ice 
at all. The banks, by their own action, have in effect let it go by default. The 
only argument which now counts is the sheer obstinacy of the Treasury—and 
that is no argument at all. Mr. Dalton, at the height of his cheap money 
escapade, proclaimed that he could see no object in paying more for the loan 
of money than he need. All that his blinkered eyes could see was a single 
account in the ledgers of the Exchequer, “ Interest and Management of the 
National Debt ’’. It did not occur to him that he was contributing to inflation 
and setting in train that sequence of causes which led directly to the need for 
devaluing the pound in 1949 and in that and other ways added far more to 
the country’s central and local government expenditure than a more rational 
monetary policy could possibly have done. Mr. Dalton’s successors abandoned 
the grosser practices he used in gerrymandering the money market but they 
have taken no positive step to dissociate themselves from the vicious system 
he set up. Where they have to borrow from the public, of course, they have 
to pay the price which the public demands—the Dalton control of the gilt- 
edged market had crashed before he left the Exchequer—but where by pressure 
or dictation they have the power to control rates, they have not hesitated to 
exercise it. The Treasury bill sue and the Treasury deposit receipt rate are 
still where Mr. Dalton put them at $ and 3 per cent. respectively; local authon- 
ties are given their housing loans at 3 per cent., though the Government, if it 
had to borrow the money for similar periods in the market, would have to 
pay a good } per cent. more. Public authorities and nationalized industries 
are still apparently getting the same uncommercially low rates for bank credit 
that they had before general rates for bank advances were increased. 

This system has two cardinal defects. In the first place it involves com- 
pulsory and concealed subsidies from the ‘ ‘ private sector” to the “ public 
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sector ’’. That is bad. There is no reason why the banks should be subjected 
to a discriminatory and unavowed form of taxation. In the second place it 
does in fact stultify effective central control of credit. It is often said that 
the money market has accustomed itself to the artificialities of the interest rate 
structure and that it functions quite efficiently even under apparently irrecon- 
cilable anomalies. In fact, this is not true. A fundamental condition of its 
working at all is, as The Economist pointed out in the articles to which reference 
has been made, that the Bank of England should be always ready and willing 
to keep the market flush with short-term money. Only so long as the Bank is 
content or compelled to lead the market unexcitingly from behind can the 
system work. 

' Another defence of artificially low rates for ‘‘ public sector’ credit and 
even for all credit which is not infrequently put forward, needs to be dealt with. 
It is that wasteful and extravagant capital expenditure is entirely confined to 
the public sector, that that sector is not amenable to credit control while the 
private sector does not need it, so that credit control is therefore on both 
counts a vain endeavour. The argument sounds plausible but is completely 
unsound. It is not true that the private sector does not need credit control 
(ie. overall as distinct from specific control), and it is not true that the public 
sector would be insensitive to it. Suppose the rate for Public Works Loan 
Board advances were increased from 3 per cent. to 4 per cent., is it really 
contended that it would make no difference at all to the housing policy of the 
Local Authorities, that it would cause no search for economies but only another 
thumping addition to the rates? Personally, I do not believe it at all. Rate- 
payers are long-suffering people, but, after all, they elect the Councils. To say 
that they would never rebel against rising local expenditure would be to say 
that democracy which, heaven knows, works haltingly enough, does not work 
at all. 

Credit control is equally indispensable in the public and in the private 
sector. The one essential thing now is, therefore, to get the Chancellor of the 
Exchequer to see the light—which really ought not to be impossible with the 
present occupant of the post. One would have thought that by now experience 
would have convinced his advisers at the Treasury that neither direct controls 
nor even a puritanical fiscal policy can effectively deal with inflation, and 
that some more comprehensive monetary policy is needed. Yet so far they 
do not appear to have budged an inch. The United-States Treasury is suscep- 
tible to argument, but not so the British Treasury. This country has since 
the end of the war surrendered its world leadership in many spheres. Not the 
least tragic surrender is that of the monetary leadership which, for the best 
part of a century, we exercised to the great benefit of the world. We still 
retain much of the skill and experience on which that leadership was based and 
could employ them again given the opportunity. I am not suggesting that the 
clock of history can be put back and that London can displace New York as 
the world’s chief financial centre. What I am suggesting is that The Times was 
one hundred per cent. right in saying that what is really essential is Anglo- 
American co-operation in monetary policy. That cannot come about until 
our Government changes its attitude. 
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Debate on Monetary Policy 


Ii—The Case for Letting Well Alone 
By H. M. O’Connor* 


HIS is a personal contribution to a debate. A number of economists 
TP nave recently written letters and articles for The Times, The Economist, 

and other publications urging the need for a more positive monetary 
policy to combat inflation. 

The writer of this article ventured to question, in a letter to The Times, 
the wisdom of an official reversal of the cheap money policy, wondering just 
how this would achieve the desired results, and w hether sure calculation could 
be made of the consequences. He enquired also: “ If inflation is world wide, 
and especially if it is flourishing in the United States, how can we escape it 
here by manipulating our internal money rates?’ These questions remain, 
in the writer’s view, unanswered, and the debate continues. 

World-wide inflation was an inevitable result of world war. No country 
could escape it—least of all Britain. In Britain perhaps Dr. Dalton made it 
worse. Perhaps Sir Stafford Cripps made it better. Certainly devaluation, 
by worsening the terms of trade, made a second round of inflation inevitable 

—unless by good fortune world prices were to fall, so that the terms of trade 
moved in our favour as they did in the ‘thirties, when Britain went off gold. 
Any such hopes were wiped out with the start of the Korean War, with its 
consequences of war expenditure, stockpiling, and rearmament, begun by the 
United States and later gathering momentum among all the nations of the 
free world. So it has come about that inflation is again the order of the day, 
just as evident in the United States, whose economy dominates all others, 
as it is in the European countries which are still far from having the internal 
strength to withstand any major economic influence from overseas. 

All are agreed that inflation is world wide and that Britain on her own 
can do very little to correct it, let alene escape its effects. It is argued, 
however, that there is also an element of domestic inflation, within Britain, 
and that this can and should be corrected. Thus The Times leader that 
summed up the recent correspondence on monetary policy said: “ In so far 
as the inflation contains a local element, which it does, monetary policy can 
play its part in subduing it’. It may be noted here that a number of other 
anti-inflationary measures have been suggested, and all of these are matters 
of keen discussion. They include, of course, reduction of Government 
spending and strengthening of ‘ direct’ controls. Also the more imaginative 
proposals (debated in the July issue of THE BANKER)+ for revaluation of 
sterling, or for allowing sterling to appreciate gradually in a free exchange 
market. It is not within the scope of this article to consider these other 
proposals, but only to answer those who say ‘‘None of these things is 
enough: there must be stricter monetary control ”’ 

The advocates of monetary control do not always make clear the precise 





. Mr O’Connor, a managing direc tor of a well-known discount house, wishes to emphasize 
that the views expressed in this article are his own and do not necessarily reflect those of 
the house with which he is associated.—Ep. 

} THE Banker's conclusion was that these proposals, “‘ imaginative "’ cr not, are ill-judged.—Eb. 














“THE CASE FOR LETTING WELL ALONE 79 


nature of their proposals. They may mean deliberate measures to raise 
rates, With the object of discouraging borrowers. Or they may mean to put 
their emphasis upon a deliberate quantitative restriction of credit by orthodox 
central bank action, so that lenders are discouraged from lending. Both 
these methods are already in use to some extent (although the credit restriction 
js mainly of the ‘‘ qualitative ’’ kind operated through official directives), but 
both could, of course, be carried much further if it were to be thought wise. 

Thus the long-term rate, which has for some time been left without 
government support, has surely been moving as the critics would have it 
move. It must be clear to all that the ultra cheap money policy of the Dalton 
era has long since gone. Treasury 2} per cent. stock issued at roo to yield 
{2 10s. od. now sells at 65 to yield £3 17s. 4d. Each new Government loan 
has to be made at a higher rate them the one before, or for a shorter life. 
The long-term rate to borrowers, of whom the Government is chief, has risen, 
is rising, and may rise further yet. There is already evidence here of dis- 
inflationary action that must be having its effect on those who might feel 
inclined to spend their capital as income, or on those who are considering 
incurring long-term expenditure against borrowed money. 

Admittedly, this rise in rates is not all-embracing in its effects; but this 
does not justify the exag ggerated assertion, not infrequently heard, that the 
interest weapon is not yet being used. And if there are loopholes in the structure 
of higher rates, some of them, at least, can and should be plugged. Thus it 
makes little sense to the man in the street (especially Lombard Street or 
thereabouts) that the Government, which now has to borrow on long term 
at 33 per cent. to 4 per cent., should continue to lend to the Local Authorities 
t 3 per cent. No new monetary policy is needed to justify ending this 
anomaly without delay. 

THE PATTERN OF SHORT-TERM RATES 

Since long-term rates have already been rising, it must be in short-term 
rates that a rise is now demanded. Among these, the most readily variable 
is the yield on short-term Government bonds. This yield has lagged far 
behind the lead given by long-term rates, as may be seen from the contrast 
between the vields on 2} per cent. Exchequer r Stock, due 1955, and “ Daltons ” 
(the 2 per cent. Treasury Stock, which has no final date). The Exchequers 
had recently risen to over 102, at which price the redemption yield was less 
than 1f per cent. The Treasury Stock has for some time been giving a return 
of about 3% per cent. The spread between long-term and short-term rates 
has been abnormally wide. Here, too, however, a gradual move has been 
par place lately (Exchequers, for instance, falling to ror, to yield nearly 
2 per cent.), and this for a number of reasons may be likely to grow. Even 
though the Treasury bill rate, the call money rate for loans against Treasury 
bills, and the bankers’ de posit rate remain static, all other rates are subject to 
change, and the changes in these days are likely to be upwards. Indeed, 
since the first draft of this article was prepared there have already been two 
moves in the direction of higher rates. First, the clearing banks have indicated 
a prospective hardening of their overdraft charges by } per cent. to } per cent., 
to be gradually introduced or negotiated with their customers as occasion 
allows. Secondly, the discount rate, that is the minimum rate at which the 
market (or the principal banks) will buy a three months’ fine bank bill, has 
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been raised from #4 per cent. to I per cent., a relatively drastic rise. It jg 
to be noted that both these moves were made as a result of free negotiation 
in the banking community, inspired by normal considerations of supply and 
demand, expenses and profits, and not in response to any deliberate action 
on the part of the authorities. 

It may be helpful to be specific about the short-term rates that are under 


discussion. These are: 


1. Banxs’ CALL MoNEY Rate (against Treasury Bills) si 
(Tied to Treasury bill rate and the rate at which the “ Special 
Buyer ”’ buys bills from the Market) 

. Rate For T.D.R.s i * ih ~~ a oP 
(Treasury Deposit Receipts: short-term borrowing by the 
Government direct from the banks) 

. Discount Rate for Commercial Bills ae Pa - now 
(Fine Bank bills with not more than 95 days to run) 

Making, with acceptance commission and stamp, an all-in 
borrowing cost of about i i ‘ 

. BANK RATE .. i os i - “a i now 
(Not at present effective) 

. Bonn YIELD .. now 
(Average rate for Gor IV ernment borrowing | on short- term bonds, 
up to 5 years) 

. BANK ADVANCES RATES ii a a Pa now 3—5 
(For good commercial borrow ers) 


The basic rate in this structure is, of course, the banks’ call money rate, 
lowered, with the “ special buyer’s”’ rate for buying bills from the market, 
from I per cent. to } per cent. in October, 1945. Since this is the rate at which 
the clearing banks lend to the discount market against the security of Treasury 
bills, it is obvious that if it were to be raised all the other rates would have 
to rise with it; similarly, if this rate were allowed to fluctuate, instead of 
being fixed, all the other rates would become vulnerable and lenders would 
seek to charge higher rates, if only to protect themselves against fluctuations. 

Those who are urging the Chancellor to pursue actively a dearer money 
policy would probably like him to begin by raising the call money rate, and 
then perhaps continue by making Bank rate effective, in the sense of forcing 
market discount rates up to a level not much below Bank rate, with the 
implication that Bank rate might subsequently be raised at any time. They 
do not go into the mechanics of what would then result. It sounds very 
well to say that they would, of course, leave all the details to the Treasury 
and Bank of England officials, who are accustomed to handling the elaborate 
and fragile mechanisms that would be brought into play. Is it a fair guess 
that those who would have to cope with the consequences are better aware 
of the difficulties and dangers involved, and are therefore less willing to risk 
disrupting the whole system by official action ? 


How WouLp A CHANGE BE EFFECTED ? 

Let us, then, come down from the high places of theory and try to think 
out what would happen on the working level. Broadly speaking, there are 
two lines of action open to the authorities if they decide to pursue a stricter 
monetary policy. One is to raise interest rates to a point at which borrowers 
begin to repay their bank advances, and prospective borrowers are discouraged 
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from applying for loans. The first step would be to raise the rate at which 
the ‘“‘ special buyer’ buys Treasury bills from the market, and to allow call 
money rates to rise. All other interest rates would be affected. The existing 
method of using the special buyer to ease credit shortage in the market when 
necessary would be continued, but at the higher rates. If this method were 
adopted and carried to the point where the bill rate closely approached or 
threatened to exceed the present Bank rate, it would become necessary to 
raise Bank rate. 

Another means of forcing up market rates and those of the commercial 
banks would be to make Bank rate effective by ceasing to use the special 
buyer to ease money shortages in the market. Market rates, and all the 
other rates, would then immediately be adjusted into conformity with 
Bank rate. 

Whether interest rates were pushed up by raising the buying rate of the 
special buyer and the banks’ call money rates or by making Bank rate effective, 
and then raising it, the ultimate effect would be exactly the same. For, 
when the discount market is short of money, the authorities have only two 
courses open to them. Either, as now, the Bank of England, acting through 
the special buyer, takes Treasury bills off the market at a rate below Bank 
rate (in practice, nowadays, at market rate), thus putting the market in 
funds. Or, if the special buyer is not functioning to relieve the money 
shortage, the discount market in order to balance its books has to borrow 
from the Bank of England at } per cent. over Bank rate for a minimum period 
of seven days. The market then reduces its tenders for Treasury bills in 
order to save itself from being put “into the Bank” again the following 
week. The Bank then has to take up the Treasury bills for which the market 
has not tendered. In neither case is there any reduction in the amount of 
bank advances, or any lessening of the increase in bank advances, except by 
the volition of borrowers or prospective borrowers who are deterred by the 
rise in rates, 

Of these two courses, the continuation of the present method of using the 
special buyer is probably the better in present circumstances. The Treasury 
reckons to equalize its payments and receipts on a weekly basis, whereas the 
banking community operates on a day-to-day basis. It can, therefore, happen 
that the payments into and out of the Government account at the Bank of 
England may be very far from equal on any particular day, and for some years 
past this has often been the reason for a shortage of money in the discount 
market. In these circumstances it would make no sense to put the discount 
houses into the Bank of England (i.e. make them borrow at } per cent. above 
Bank rate to balance their books). Whenever the discount market was short, 
the Bank would be faced with the task of deciding what percentage of the 
market’s requirements was due to the temporary immobilization of funds on 
Government account, and therefore to be adjusted by action through the 
special buyer, and what percentage was due to increased demands for credit 
by private borrowers. Having made this calculation, the Bank would then 
have to give through the special buyer the amount of aid it deemed appropriate, 
leaving the discount houses to meet the remainder of their requirements by 
borrowings from the Bank at or over Bank rate. All this would lead to great 
uncertainty, and the effects upon money and discount rates would probably 
be far more drastic than would be intended. 
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The second line of action open to the authorities in prosecution of a stricter 
monetary policy is to curtail the volume of credit, with the object of dis- 
couraging the banks from granting further advances, or even encouraging 
them to call in some of the advances already made. This restriction of credit 
the Bank of England could achieve by selling investments to private investors, 
In paying for these securities private investors would reduce their deposits 
with the banks, and the banks in turn would thereupon cut down their 
purchases of Treasury bills from the market (and/or their call money lendings 
to it), thereby forcing the Bank of England to take up itself a correspondingly 
larger amount of Treasury bills. This form of restrictive action by the Bank 
of England can be effective when the proportion of bank advances to total 
assets is already so high that the banks find it necessary, as they lose deposits, 
to reduce their advances. It is not clear that this position has yet been 
reached. 

As a result of war finance the banks’ deposits and money market assets 
were greatly increased while their advances actually declined, so that the 
advances ratio to total assets was very much reduced. There has been a 
noticeable adjustment of the proportions since 1945, but it is doubtful if the 
increase in advances has yet reached a stage at which a reduction in deposits, 
and in money market assets, would necessarily cause a reduction in advances. 
Until this stage is reached any action by the Bank of England to restrict 
credit by selling investments might have relatively little effect. In any case, 
the effect on the gilt-edged market, which is already none too robust, might 
be catastrophic. 


THE CASE FOR ADJUSTMENT WITHOUT FORCING 
[f a frontal assault by the Treasury on existing money rates is ruled out 
on the grounds that the consequences would be violent without necessarily 
being effective, this does not mean that there will not be gradual adjustments 
of rates. The cost of borrowing by means of bills has already increased as a 
result of last month’s increase in the commercial bill rate from }} per cent. 
to 1 percent. It may be that intending borrowers will be e Rnding acce ptance 
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commissions not quite so finely cut as they have been in recent years. Any 
such hardening of bill rates and acceptance commissions will make it easier 
for the banks to implement their policy of gradually stiffening their charges 
for overdrafts. Yields on short bonds, too, may tend to rise as commercial 
bills become more profitable holdings, and thus the adjustment between short- 
and long-term rates begins. 

The pace of this adjustment may increase for another reason. The 
Government this year must be a borrower, presumably of £200 millions and 
more. It seems not impossible that, if the long-term market remains soft, 
the authorities may decide to issue a new short-dated security, thus taking 
advantage of the strength of the shorts. Without entering into the question 
of who would take up the bonds, the very fact that the existing pool of short 
bonds had been enlarged by a substantial new issue would tend to raise the 
average yield on all the shorts, and thus to reduce the present wide spread 
between shorts and longs. 

None of these things may happen, but they are all possibilities that may 
arise in the normal course of business, from the normal flexible influences of 
supply and demand. If such changes do occur it will be because they fit 
into the general pattern, not because someone has a theory that some new 
rate or combination of rates will deal with inflation as nothing else would. 
The writer certainly does not argue that money rates should not be allowed 
to rise. He agrees that they should, and thinks it reasonable to expect that 
they will, without forcing and without undue disturbance—whereas forcing, 
by official action, could be dangerous and could have unpredictable results. 

One further point deserves to be made on this issue of domestic monetary 
policy. It is often argued by those who advocate stricter monetary control, 
through the traditional use of an effective Bank rate, that this mechanism 
worked smoothly and successfully in the past, and would do so again regardless 
of the rather technical considerations outlined above. It may therefore be 
worth remembering that not everyone is quite so enthusiastic about the 
achievements of Bank rate before the second war. Between 1918 and 1931 
there was an alternation of booms and slumps, which showed that no great 
measure of stability was being achieved by traditional methods. 

As to the much greater problems of world, as distinct from domestic, 
inflation it is suggested that these problems, if soluble at all, can, like other 
international economic problems, be solved only by specific consultation and 
concerted action between the Commonwealth and the United States. 

Apart from this, it is to be hoped that the economists will soon drop their 
pre-occupation with this question of inflation on which they have expended 
so much energy. It has been very much alive; but before long it will be very 
dead. It is to the deflation that is coming, as surely as night follows day. 
that the economists should now turn their attention. They should, 
humbly suggested, devote their energies to planning for the future thier 
than to swelling the chorus of those who lament our present ills. The inflation 
from which we are suffering is uncomfortable and it causes much hardship 
and unfairness, as all inflations do. But it is not of the runaway, or galloping 
kind. The pound is not going the way of the German mark or the French 
franc. The day of reckoning with this inflation is the day on which it comes 
toanend. Let us hope the economists will be ready with their plans. 
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A Year of EP.U. 


HEN the European Payments Union completed the compensation of 
Wie June payments of its fifteen member countries, one year’s operation 

of this new international payments mechanism had run its course, 
That first twelve months’ work of E.P.U. has been a highly constructive 
episode in post-war monetary relations, perhaps the most important single 
step yet made in the slow return towards international trading and currency 
freedom. It is valuable—and heartening—to review at this stage what E.P.U, 
set out to do and what it has achieved. 

The first and basic objective of E.P.U. was to enable each member to settle 
its accounts with other members as a combined group. Since July 1, 1950, 
there has been no need for European monetary authorities to differentiate 
between hard and soft European currencies. Britain’s foreign exchange position 
is now just as sensibly improved when Britain increases its exports to Turkey 
as when it increases its exports to Belgium. This has removed one of the 
main reasons for Government distortion of the free flow of trade. Moreover, 
it has done so over a large part of the world, for the effective membership of 
E.P.U. has included the monetary areas attached to each metropolitan power; 
it is not only in intra-European trade, but also in Europe’s trade with the 
sterling area and with the French and Belgian franc areas that the writ of 
multilateral transferability of official holdings of currencies now runs. 

Although the system of group compensations removes Governmental bias 
in favour of exports to one European partner rather than to another, it 
obviously does not, by itself, set trade within the E.P.U. area completely free. 
When E.P.U. started last July, private traders were still gravely hampered in 
selling their goods within Europe by the barriers of import licensing. The 
second main achievement of E.P.U. is that it has led to a substantial lowering 
of these barriers. Soon after the launching of E.P.U. members undertook to 
free from all import licensing some 60 per cent. of the private trade transacted 
between them. That proportion has since been raised to 75 per cent. It is 
true that the restriction of these concessions to private trade has taken some 
of the gilt off this ginger-bread-—for state trading remains large in some member 
countries, notably in Britain. Nevertheless, it is still clear that the cause of 
trade liberalization in Europe has gained considerably over the past year from 
the facilities and incentives that E.P.U. provided. 

The third objective of E.P.U. was to provide positive incentives to member 
Governments to increase the aggregate volume of their European trade. To do 
this a mechanism had to be devised that would hold out some bait (in the form 
of gold payments) to the strong, but provide some cushion (in the form of 
credits) for the weak. This has been done under E.P.U. in two ways. First, 
in order to offset the prospective ‘“‘ structural "’ deficits or credits of particularly 
weak or particularly strong members, certain countries were burdened or helped 
by initial handicaps. The United Kingdom, for example, was burdened by an 
initial debit position equal to $150 millions, while Greece was helped by an initial 
credit of $115 millions; as and when these initial debit positions were utilized, 
an equivalent amount was made good to the country concerned by a receipt of 
E.C.A. dollars. Secondly, each member country was allotted a quota, equiva- 
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lent to approximately 15 per cent. of its total external payments and receipts 
inthe year 1949. This quota is a guide to the credit that members are prepared 
to extend to or receive from each other in financing the net debtor and creditor 
sitions accumulated between them. The extension of such credit has been 
calculated on a sliding scale that has linked extensions or receipts of credit 
with payments or receipts of gold. The scale was so adjusted that by the time 
any country has used the whole of its quota, either as a creditor or a debtor, 
it will have given or received 60 per cent. of that quota in the form of credits 
and the remaining 40 per cent. will have been taken or paid in the form of gold. 
The intrusion of gold payments into the mechanism of E.P.U. has provided a 
valuable corrective mechanism. Gold-losing countries have naturally tended 
to restrict imports and encourage exports; conversely, gold-receiving coun- 
tries have tended to liberalize their imports from other members. Part of 
the corrective mechanism for remedying disequilibria in balances of pay- 
ments of members has also been provided by the toleration, and indeed 
encouragement, of specific controls. Any member who runs into a serious 
debtor position is allowed to institute quantitative restrictions on imports— 
though always, and only, after discussion with the O.E.E.C. 


THE RECORD OF SUCCESS 

So much for the objectives behind E.P.U. What now of the outturn of 
its first year’s work ? When the experiment was launched, there were wide- 
spread fears that it might prove yet another “ fair weather ship”. The quotas 
were not large, the gold reserves of most member countries were decidedly 
modest, and Europe was still showing signs of serious structural payments 
difficulties. It was generally que stioned whether E.P.U. would not become 
“waterlogged "’ within a comparatively short period, whether it would not 
merely be the means of pouring a little additional credit into the yawning gaps 
of such structural deficits as those of Germany and of certain other hard-hit 
countries and chronic debtors. Moreover, not Jong after the launching of 
E.P.U., the Korean war began and gave its impetus to a world-wide inflation 
of commodity prices. This phenomenon, together with the rearmament pro- 
gramme in Western Europe, was bound to distort balances of payment and 
thus provide additional cause for apprehension about the ability of E.P.U. 
to stand up to the pressures placed upon it. - 

These fears have fortunately proved ill-founded. It is true that in the 
initial months of E.P.U. Western Germany showed itself an ominously excessive 
debtor. The vacuum in the German economy was still being filled with the 
raw materials that had to come from the outside world. It was not long before 
Germany had exhausted the modest quota of $320 millions that was allotted 
to it and had had to draw on a special additional advance of $120 millions. 
At the instigation of O.E.E.C., however, the Federal Government of Germany 
took rigorous measures to stem this deficit. As will be seen from Table I 
(which shows the net monthly surpluses and deficits of the four members of 
E.P.U. that have been most in the limelight), these measures proved highly 
successful. By the end of the year Germany had not only repaid the whole 
of the $120 millions additional special credit advanced to it, but had reduced 
tosome $273 millions the amount utilized under its quota of $320 millions. 

Table I also shows that the Netherlands has proved one of the truly per- 
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sistent debtor countries in the E.P.U. membership. By the end of the year 
the Netherlands had utilized $241 millions of its quota of $330 millions and 
had reached a point in the sliding scale where gold payments began to exceed 
further drawings on E.P.U. credit facilities. The Dutch position has been 
vulnerable throughout the post-war period and it has been further weakened 
by the special defensive measures taken by Germany in order to correct its 
own deficit. The German market is so important to Dutch agriculture and 
industry that the tightening of German import licensing at the beginning of 
this year reacted most directly on exports from the Netherlands. There has 
recently, therefore, been talk of giving the Netherlands special help on lines 
similar to that provided so successfully to Germany. If, however, the Nether- 
lands is to match the receipt of such assistance by stringent measures of 
import controls such as those applied by Germany, the development may 
provide yet another nail in the coffin of Benelux. It is not only the Dutch 
deficit with Germany, but also its deficit with its Benelux partners, that largely 
accounts for the global Dutch deficit with E.P.U. 

Britain commenced its membership of E.P.U. with an initial debit position 
of $150 millions. As the accompanying figures show, this debit was exhausted 


TABLE I 
NET POSITIONS—SURPLUSES (+) OR DEFICITS (-) 
(In million dollars) 
U.K. France Germany Netherlands 


1950 
July-September... t } $+ 1&6 173 
October éa - - +22 41 147 
November .. of ee + 98 r 23 30 
December .. ae x + 28 32 
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February 
March 
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in less than four months. Thereafter, the créditor status of the United Kingdom 
persisted until the end of April, by which time the United Kingdom had accumu- 
lated a credit balance of $331 millions with E.P.U. and had drawn $119 
millions in gold from it; in addition, other members of the Union used the 
equivalent of $85.7 millions of existing sterling resources in financing their 
payments deficit with the United Kingdom. This strong and _ persistent 
creditor position was very largely the result of exports to Europe by the overseas 
sterling area. Europe’s imports of raw materials such as wool, rubber and 
copper were stimulated by a general restocking movement and swollen by the 
inordinately high prices to which these commodities rose. 

Since April, however, the United Kingdom has switched from a creditor 
to a debtor status in the monthly compensations. This switch is partly due 
to the downturn in commodity prices, but it is also largely seasonal. Some 
statistics published in the recent report of the Bank for International Settle- 
ments (drawn from experience of the old intra-European payments scheme) 
show how striking is the seasonal movement in the sterling area’s balance 
with Europe. In the devaluation year of 1949, for example, the sterling area 
ran a deficit with O.E.E.C. countries (excluding Switzerland) in each month 
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from April to September; its cumulative deficit in this period was equivalent 
to $466 millions. In the first and last quarters of 1949, however, the sterling 
area Was continuously in surplus with Europe; its total surplus in these twe 
quarters was equivalent to $218 millions. Even in the boom year of 1950, 
according to the B.I.S., the sterling area’s surplus in the middle six months of 
the year was only $166 millions, while its total surplus in the other two quarters 
was $588 millions; the only month in 1950 during which the B.I.S. shows the 
sterling area to have been in actual deficit with Europe was July. 

Another factor that may have abetted the seasonal deterioration this year 
has been the sudden evaporation of rumours about sterling revaluation. These 
rumours probably stimulated purchases of sterling commodities in the early 
part of the year and the reaction to this over-buying probably accounted in 
part for the severe swing of the pendulum apparent in May and June. Asa 
result of the deficits incurred in the last two months, the United Kingdom had 
to repay $39.4 millions of gold to E.P.U. and at the same time saw its credit 
balance with E.P.U. reduced from $331 millions at the end of April to $292 


TABLE II 
SETTLEMENT OF POSITION OF MEMBER COUNTRIES 
JULY 1, 1950 TO JUNE 30, 1951 


(In million dollars) 


Cumulative Use of Use of 
net Existing Initial Total Quota Credit Gold 
Position Reserves Position Quota Used 

Austria .. a ih 104 8o 7o - -— 24 
Belgium-Luxemburg .. + 236 10 29 300 + 22 t+ 147 + 95 
Denmark Fa a 68 2 195 07 - 61 —- 6 
France .. ae a 104 1 520 + 195 + 150 + 45 
Germany ae ios 231 12 320 27: 183 — go 
Italy a ne ae 30 43 - 205 42 + 2 -—— 
Netherlands ls ; 270 + 30 330 241 — 176 - 05 
Norway sc me So 60 200 - 20 - 20 — 
Portugal aa a 59 70 t 59 + 37 + 22 
Sweden .. aa keg 59 1 415 200 44 - 44 — 
Switzerland a rae + 11 - 250 : 11 + II — 
Turkey .. oe a 4 2 25 50 - 4! - 28 - 12 
United Kingdom - + 604 SO 150 1,060 + 372 + 292 + 80 


millions at the end of June. It would be wrong, however, to regard this as 
an alarming deterioration. 

Table II shows the cumulative position of member countries with the 
Union at the end of June and the manner in which their deficits or surpluses 
have been settled. It is evident from this table that the balances of payment 
have kept reasonably well within the margin of facilities provided when E.P.U. 
was launched. Only three countries are near the limit of their quotas. They 
are the Belgo-Luxemburg union on the creditor side, and Germany and the 
Netherlands among the debtors. Germany’s position is improving fast and no 
concern need be harboured on its behalf. The other two members, Belgium 
and the Netherlands, are parts of one complementary and offsetting grouping. 
Their respective surpluses and deficits with E.P.U. are in very Jarge measure 
a reflection of their own bilateral trade balance. This is much more a problem 
of their own economic relations and of their respective roles in a Benelux 
union than a problem that concerns E.P.U. as a whole. On the available 
evidence, therefore, it can be claimed that E.P.U. in this first annual lap of 
its existence has fully lived up to the hopes with which it was launched. 
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Bank Earnings and Assets 


HE publication of the banks’ mid-1951 accounts marks the close of a 
TT ime morable half-year in British banking history. The dominant feature 

of that half-year has been that most bankers have had to abandon the 
hope, nurtured against apparent reason in the early post-war years but re- 
kindled with some justification since 1948, that the rising curve of deposit 
inflation will flatten out. I[t is now generally accepted that bank deposits 
(and bank costs) are likely to go on rising for some time to come, despite the 
retarding effect of the re lapse of the external balance of payments into deficit. 
As a result of the increases in their main earning assets, the banks’ gross current 
earnings must have risen appreciably in the first half of this year—even though 
the recent decision to tighten loan charges had not then come into effect. 
But, as balance sheet totals increase, the safety margin that published and 
hidden reserves must provide against possible future depreciation or bad debts 
inevitably increases too—and that would be true even if the percentage risk 
of loss did not tend to be greater when prices are high than when they are low. 

In the days before cheap money, central bank policy would have been 
directed, in a situation such as this, to a restriction of the volume of credit, 
and certainly would not have attempted to achieve this with a bank rate of 
2 per cent. and a Treasury bill rate of $ per cent. In consequence, commercial 
bank lending rates would have tended to rise towards their equilibrium levels, 
putting a natural restraint upon the volume of loans, and thereby minimizing 
both the lending risks and the cost increases that inflation brings with it. 
To-day, however, the central authorities are not following any such restrictive 
monetary policy. The case for and against this masterly inaction is debated 
in the two opening articles of this issue of THE BANKER. Here, however, it is 
important to emphasize, first, that it is only because the authorities have 
stabilized the basic structure of short-term rates (and of some other rates as 
well) far below equilibrium levels that the commercial banks have been given 
the opportunity to take individual action to push up those lending rates that 
are under their own control—and, secondly, that it is largely because of the 
insufficiency of anti-inflationary policy as a whole (as it affects their own 
business prospects) that the banks have felt obliged to take advantage of this 
opportunity. The banks are now unanimous in their recognition that gross 
current earnings must be increased substantially, to guard against the higher 
costs that will certainly have to be incurred and the greater risks that will 
probably have to be run during the rearmament period. The Bank of England's 
policy of automatically providing the larger cash base necessary to support 
at least all “‘ legitimate "’ demands for additional credit—a policy that was 
once regarded as having eased some of the problems of the commercial banking 
system—can now be seen to have created new problems in its turn. 

Among these uncertainties, the most crucial from the standpoint of bank 
earnings, as well as from that of the national economy, is the uncertainty that 
surrounds the future pattern of bank assets. The recently published mid-year 
accounts revealed a sharp increase in the relative importance of the most 
remunerative, and therefore the most risk-bearing, assets. In the first six 
months of 1951 net deposits at the London clearing banks fell by only £180 
millions, compared with a fall of £224 millions in the first half of 1950. The 
slower rate of seasonal decline this year was wholly due to the fact that advances 
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rose by no less than {237.7 millions (or by £112.5 millions more than in the first 
half of 1950) and that the banks’ investment portfolios rose by £22.7 millions 
(whereas in the first half of 1950 they fell by £14.6 millions). The repayment 
of central Government indebtedness to the banking system, as gauged by the 
fall in the clearing banks’ other assets, seems actually to have been more than 
{100 millions greater in the first half of this year than in the first half of last — 
an evident reflection of the deterioration in Britain’s balance of payments. 


TRENDS IN BANKING ASSETS 

What are the prospects that this trend will continue? In the second half of 
1950, it will be remembered, there was a sudden check to the increase in bank 
advances; in fact, the clearing banks’ total actually declined between June 
and December by £3.8 millions, after having risen by {125.2 millions in the 
first half of the year. It is possible that the figures for the second half of 1951 
will show a somewhat similar trend—at least in the sense that the pace of 
growth will slacken. The classification of advances by the British Bankers’ 
Association—which embraces the domestic business of all its members— 
showed that between November, 1949, and May, 1950 (the nearest comparable 
period to the first half of 1950) nearly £48 millions of the total £172 millions 
rise in members’ advances was due to increased lending to “ public utilities 
(other than transport) "’; in the following six months, as the British Electricity 
Authority repaid the banks out of the proceeds of its £150 millions new issue, 
bank advances to this group fell by over £48 millions, while bank advances. to 
all other groups rose by £16 millions. In the six months between November, 
1950, and May of this year advances to public utilities have again been the 
biggest single factor behind the rise in advances as a whole—they accounted 
for over £36 millions out of a total increase of {212 millions. Nearly {£50 
millions of advances are now being repaid by the Gas Council out of the 
early proceeds of its {75 millions issue placed last month. 

But, despite such repayments (incidentally, of advances that are made 
at low rate S), it is unlikely that the total of outstanding bank loans will decline 
in the coming months —despite the flattening out of commodity prices and the 
slower growth in work in progress that the ‘smaller rate of annual increase in 
industrial production implies (except when bottlenecks cause accumulations 
of semi-finished goods). It is true that some of the sharpest proportionate 
rises in last winter’s bank borrowing were due to the exceptional raw materials 
boom; between last November and last May advances to the wool industry, 
for example, very nearly doubled (to just under £40 millions) and those to the 
leather and rubber trades rose by some 66 per cent. But these dramatic 
individual rises were little more than ripples on a steady upward swell; ex- 
amination of the British Bankers’ Association’s statistics makes it clear that 
the main reason for recent increases in total advances has been that the general 
all-round increase in costs has forced inexorably upwards the demand for bank 
finance by almost every sort of borrower—by retailers as by farmers, by the 
food, drink and tobacco trades as by the giant “ personal and professional " 
group. Although some of these groups usually make seasonal repayments 
of bank borrowing i in the second half of the year (and did so on an exceptional 
scale last year, because of the spate of capital issues), it will be surprising if the 
general upward swell in demand for bank loans does not keep the total still 
moving upwards—especially if the market for new issues is depressed. 
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The likely trend of the banks’ investment portfolios is less predictable, 
The banks now have to make their decisions about investment purchases i in 
the light of two conflicting needs—the need to increase current earnings and the 
need to keep the margin of possible depreciation on their total holdings well 
within the safety limit set by their inner reserves. The balance of advantage 
between these forces naturally varies from bank to bank—partly as a result of 
their differing advances ratios. It is notable that the £22.7 millions increase 
in the clearing banks’ investment portfolios in the first half of this year was 
wholly accounted for by net purchases of {25 millions by the Midland, {5.4 
millions by Barclays (which also bought £8.3 millions of investments last 
November) and £3.4 millions by Martins. The ratios of advances to total de- 
posits shown by these three banks at end-June were 29.4 per cent., 29.7 per 
cent. and 29.4 per cent. respectively—compared with 34.1 per cent. for the 
National Provincial, 30.1 per cent. for the Westminster and 30 per cent. for 
Lloyds. 

What, now, of the likely trend of Government borrowing from the banking 


HALF-YEAR 


ENp-]UNE COMPARISON AVERAGE COMPARISON 
Average of Change on 
June, June, Change on Jan.-June, Jan.-June, 
1950* 1951* Month Year 1951* 1950 
£mns. £mns. {mns. {mns. f{mns. £{mns. ¥ 
Deposits .. §999.8 6166.7 + 17.9 +167.0 6130.4 + 230.60 + 3.9 
Net’ Deposits + os, S9g0.0 5919.7 + 7E.G -+2179.7 | 5895.5 $199.1 + 3.5 
Cash. Bia an 482.1 501.2 2.3 + 19.1 506.6 + 20.0 + g.1 
8.04 8.13 8.26 
Call Monev e- — 543.7 593.7 : 22.9 -+ 50.0 558.3 + 1§.7 + 2.9 
9.1 9.6 9.1 
Bills .. - -» 1337-8 1172.4 53-9 ~ 165.3 1304.0 +101.3 + 8.3 
22.3 19.0 21.3 
T.D.R.s — - 297.0 290.0 + 23.0 7.0 293.5 140.7 — 32.4 
5.0 4.7 4.8 
Investments .. - 3497.5 1550.4 5 52.9 1547.5 + 43.9 + 2.9 
25.0 25.2 25.3 
Advances se .. 1647.9 1881.8 89.0 + 233.9 1756.2 +156.3 + 9.8 
27.5 30.5 28.6 


* Italic figures beneath assets totals are percentages of published deposits. 
+ After deducting items in course of collection. 


system? Mr. Gaitskell’s estimate for the overall budget deficit in the financial 
year 1951-52 was {457 millions, compared with an actual overall surplus of 
£247 millions in 1950-51. On the other hand, whereas in the calendar year 
1950 the Government had to find the sterling needed to finance an external 
payments surplus of {229 millions, in this current year it will be securing 
the sterling counterpart of a current external deficit—in addition to the sterling 
equivalent of stockpiling purchases overseas. It is true, too, that the Govern- 
ment last year had to find the sterling counterpart of some net inflow of 
foreign private capital, whereas this year the net movement of private funds 
is more likely to be in the reverse direction—thus tending to relieve the 
Exchequer’s cash position. In addition, the Exchequer is now receiving some 
‘automatic ” finance from the steady expansion of the note issue, and can 
probably count upon a considerable net sale of Tax Reserve Certificates 
(as industry prepares for the bigger liabilities resulting from the last budget 
as well as from the growth of profits). Finally, the increase in interest paid on 
savings certificates and defence bonds has so far stimulated sales just suf- 
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BANK EARNINGS AND ASSETS 





ficiently to offset the big rise in encashments; in effect, therefore, it has 
diverted the year’s expected decline in net personal savings away from national 
savings media. But, despite these sources of relief, it seems probable that the 
Government will this year be a substantial net borrower—either through the 
banking system or by gilt-edged operations. In the financial year 1950-51, 
it will be remembered, the rise in the clearing banks’ holdings of money market 
assets just about equalled the decline in their holdings of Treasury deposit 
receipts (and there was little net change in their cash holdings), so that there 
was an approximate balance between net Government repayments and net 
Government borrowings through the banking system. This rough equilibrium 
was achieved, however, only by the aid of appreciable net sales of marketabie 
securities by the authorities—though it should be noted that the cash thus 
secured was certainly much less than the £350 millions of stock created by the 
two public issues for cash (since the “‘ departments ’’ themselves absorbed a 
large part of these). It seems probable, therefore, that, unless a fairly large new 
“ funding ’’ loan is floated this year on terms calculated to induce a significant 
public purchase (and it is hard to resist the conclusion that such an issue 
ought to be made), Government borrowing from the banks will rise fairly 
sharply once rearmament gets into its stride. 


THE EARNINGS PROSPECT 


It would be rash to try to deduce from these possible banking trends any 
quantitative estimate of the likely rise in the banks’ current earnings in 1951. 


But, on any criterion, it will be disappointing if the rise in gross current earnings 
is not considerable. It will be seen from the accompanying table that the 
average level of bank advances in the first half of this year was {156.3 millions 
greater than in the first half of last. It would seem from the analysis made 
above that this excess over last year’s average level should be maintained during 
the rest of 1951. Moreover, the increase now proceeding in lending rates should 
mean that the average gross return on advances in the second half of this year 
may be nearer 4 than 33 per cent. It is impossible to make any comparable 
calculation for the likely trend of earnings from investments; it is known that 
the banks’ portfolios are shorter now than they were eighteen months ago— 
and this will have reduced the average return, though it will also have reduced 
the provision that must be made against depreciation. 

Two other sources of bank earnings that have increased recently are accept- 
ance commissions and the return on commercial bills. The average level of 
the omnibus item shown in the banks’ balance sheets as “ acceptances, etc.’’, 
was {176.5 millions (that is, 60 per cent.) higher in the first half of 1951 than 
in the first half of 1950. It is impossible to say how much of this spectacular 
rise has been due to an increase in foreign business, but it is known that this 
side of the banks’ work has been expanding fast. As foreshadowed in the 
July issue of THE BANKER, the clearing banks’ minimum charge for acceptances 
Was raised from 15s. od. per cent. per annum to 24s. od. per cent. per annum 
in the middle of last month, when a new scale of charges for all foreign business 
also came into effect. The rise in the average level of commercial bill holdings 
cannot be accurately assessed, since only four of the “ big seven’’ banks 
separate commercial bill holdings from Treasury bills in their balance sheets; 
but if the experience of those who do not make this differentiation were similar 
to that of those who do, the aggregate commercial bill holdings would have 
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risen by about £40 millions, to over {110 millions, in the past eighteen months 
The higher rate of earnings that the banks and the discount market will now 
enjoy from this source is discussed in the following article. 

Among other sources of revenue, the work of the banks’ trustee depart ments 
has continued to rise (though it is still very poorly remunerated) and income 
from sundry commissions should also have mounted; in gauging the extent of 
the rise in commissions, however, it might be wise to assume that the increase 
in money turnover—which amounted to about 18 per cent. in the last half-year 

—will slacken off if the boom in equities fades and if the real rate of consumer 
purchases slows down in the second half of this year. 

Although the banks can legitimately expect a continued rise in gross 
earnings—and probably, for the rest of 1951 at least, continued freedom from 
bad debts—costs will inevitably rise too. In the past six months the rise in 
running expenses (other than salary expenses) must have been larger than in 
any other post-war half-year; as every office manager knows, stationery bills 
alone have recently mounted to stagge ring heights. The salary and pensions 
bill, too, must have continued to rise as a re sult of increases in overscale rates 
and of the “ bulge ” in the age groups of staffs at the upper end of the basic 
salary scale. In addition, the banks’ cash bonus payments in the first half of 
this year were at an annual rate of 24 per cent., against an annual rate of 20 
per cent. for all banks except the Midland in the preceding twelve months; 
if this rate is maintained in the second half of the year, it seems likely to add 
considerably more than {2} millions to the banks’ annual costs. It will be 
remembered that when the majority of the clearing banks paid a half-yearly 
bonus of 12} per cent. in December they specifically related 2} per cent. of 
this to the first half of the year—thus indicating that it was their intention at 
that time to pay only ro per cent. in the first half of 1951, whereas.in fact they 
have paid 2 per cent. more than that. If the cost of living continues to rise 
at the rate that most economic analysts now forecast, the banks’ salary prob- 
lem must be expected to grow even more pressing in the coming autumn 
and winter. 

Finally, the atmosphere of unrest at some shareholders’ meetings last 
February has raised the question whether bank dividend rates can be “left in 
limbo for ever; shareholders have received no increase since pre-war days, and 
the fall in their real incomes has been very great. So long as the real incomes 
(though not, of course, the money incomes) of most bank staffs are also below 
pre-war standards, the case for any increase in dividends—assuming that such 
increases are not banned—is necessarily a delicate one to debate. But if ever 
any domestic banking house decided that its registered capital should be 
increased in line with its volume of business the question of raising the level of 
return to shareholders would have to be tackled—possibly by raising the capital 
on an issue with generous “ rights ”’ terms. 

The way ahead for the banking world is not going to be an unharried one. 
New problems are appearing over the visible horizon almost every month, 
and new thinking is going to be required to tackle them. But the events of the 
past half-year have provided welcome evidence that the banks, although 

rightly standing by their soundest and stablest traditions—including the all- 
important tradition of a healthy degree of competition—are ready to act in 
defence of their revenues and their legitimate rights. 
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Lombard Street since Korea 


HERE is no doubt that in the past twelve months the discount market 
T iss enjoyed the biggest turnover in its history, although the rate of 
expansion, whether in turnover or in the size of total portfolios, has been 
less spectacular than it was in the previous year. To those who recall the 
traditional functions of the market, a particularly welcome feature of this 
growth has been the further marked increase in the volume of business in 
commercial bills, and the fact that a growing proportion of the available paper 
seems to have sprung from the movement of goods—as distinct from the 
“ finance "’ operations that so largely explained the revival of the commercial 
bill in earlier post-war years. Owing to the release of various commodities 
from Government trading, and especially to the steep post-Korea rise in prices, 
commercial business has been growing more rapidly than in the previous year. 
The volume of Treasury bills passing through the market is still, however, 
in the region of eight times that of commercial paper; and it is this prepon- 
derance that explains the slackening in the rate of growth of total turnover. 
Treasury bill business was hugely increased in 1949-50 by the second phase of 
the Treasury’s post-war policy of switching its floating debt borrowings from 
Treasury deposit receipts to bills, and this policy was then pursued so vigor- 
ously that by mid-1950 there was little further scope for it. In recent months, 
offerings of Treasury bills have been running only moderately above last year’s 
greatly increased level, and the amounts obtainable by the market have actually 
declined. This decline, it is interesting to note, has been attributable 
to the very influence that has played a major réle in expanding its business 
in commercial bills—the rise in primary prices, which has sharply augmented 
the London balances of certain sterling area countries and therefore has 
increased their central banks’ absorption of British Treasury bills. Although 
this competition has lately reduced the market’s Treasury bill turnover to its 
lowest level for nearly two years, the total for the past year reached astonish- 
ingly high figures. In the twelve months to end-June last it appreciably 
exceeded £6,800 millions, compared with over £6,300 millions in the previous 
year and under {£4,300 millions in 1948-49. For the calendar year 1950, the 
total closely approached £6,950 millions, as Table VI shows. 

Despite the huge extent of this turnover, and despite the better returns 
obtainable from the growing volume of commercial bills, it is still to the bond 
side of its operations that the market looks for the bulk of its profits. In this 
sphere, its experience has been distinctly more favourable than seemed possible 
twelve months ago. The Treasury then had just carried through its first 
conversion offer to holders of the market’s shortest bond, the 1949-51 National 
War Bonds, offering them a security quite inappropriate for Lombard Street 
houses. This operation seemed to many people to threaten an assault upon 
the bond next in line (the 1951-53 issue) on its earliest date, so that the discount 
houses began to fear that they would be driven to carry a portfolio of appre- 
ciably longer average life and that prudence would therefore compel them to 
reduce the size of their holdings. Official policy, by replacing ‘“‘ market ” bonds 
by securities outside its range—a tactic repeated in the further operation 
carried through last November—seemed to be loading the dice against Lombard 
Street at the very time when its risks were being greatly intensified by the 
advent of the Korean war and by the threat of rearmament to the gilt-edged 
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market. In the event, the authorities did not call the 1951-53 bonds on their 
earliest date, while the gilt-edged market as a whole was well sustained for 
six months—partly by the influx of foreign money, supported by an easy credit 
policy, and partly by a widespread (though ill-reasoned) belief that the Govern- 
ment could and would pursue for rearmament the same financial policy as had 
stabilised interest rates during the war. Then, when disillusionment came to 
the market for medium and long-term stocks, the c consequential switches by 
investors swimming frantically for the shore buoyed up the prices of the short 
bonds. Hence the yield spread between the shorts and the longer stocks 
widened still further, and it was not until last May that any significant correc- 
tive movement began—under the spur of the widespread public discussion 
of the possibility of a tougher official monetary policy. 

More recently, the news that the clearing banks were raising rates for 
advances and—a little later, and in conjunction with the discount market— 
also for commercial bills actually acted as a reassurance in the short bond 


TABLE I 
LONDON DISCOUNT HOUSES—COMBINEI) BALANCE SHEET, 1948-51* 
1948-49 1949-50 1950-5. 
Capital Capital Capital 
émns. Multiplier 4mns. Multiplier émns. Multiplier 


Published Capital Resources .. 25.8 27.0 - 27.5 
Bills ; : i — 562.27 683. rs. 742.5 
Bonds aA ane wa 270.5 ‘ Ft. ‘ Ce 

otal Portfolio .. a “* 38.5 32.5 O59. 35. 1053.0 38.3 
So. 2. 102.0 

1038.7 


>= 
/ i 


Re-discounts .. re “% 76. 3.0 
Loans and Deposits .. we $27. 32.0 O45. 35.0 

* Nine houses, i.e. excluding Ryders Discount Co., Ltd., Seccombe, Marshall and Campion, 
Ltd., and Clive Discount Co., Ltd., no accounts for which are published. Balance sheet dates 
for the nine companies range in each period from September 30 (for Allen, Harvey & Ross, Ltd.) 
to the following April 30 (for King & Shaxson, Ltd.) 

+ Division of total portfolio between bills and bonds shown for 1948-49 is slightly distorted 
by the fact that one house (Cater, Brightwen & Co., Ltd.) then merged its shortest bond holdings 


with its bills 


market. These changes, discussed in detafl later in this article, resulted purely 
from the initiative of the banks in their search for additional revenue; and 
the fact that they were not accompanied by any change in the rates on floating 
debt (which could not have been achieved without official sanction) was 
regarded as proof that fears of an official initiative towards dearer money have 
been exaggerated. Lombard Street therefore emerges from this uncertain 
phase with the prospect of an appreciably better return from its business in 
commercial bills, and yet with its bond position seemingly more assured. 
Most of these salient features of the discount market’s experience during 
the past twelve months were also characteristic of the periods covered by the 
latest published accounts of the several houses—except for the variations 
caused by the wide spread in their accounting dates. As in previous years, this 
article is primarily focused upon the figures disclosed by an aggregation of the 
latest balance sheets of the nine public companies. This aggregation, set out 
in Table I, reflects figures ranging from September 30, 1950, to April 30 last, 
but the weighted average of the nine dates approximates to the end of the 
calendar year (because the ‘‘ Big Three ’’ houses, which make up their accounts 
on this date, together carry nearly half the market’s total portfolio). For the 
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first time, all the figures are strictly comparable with those for the previous year. 

From this table it will be seen that the combined holdings of bills and 
bonds of the nine houses totalled £1,053$ millions, showing an increase of £94 
millions, or nearly Io per cent., on the corresponding aggregate for the previous 
year, and one of £215 millions (rather more than 25 per cent.) on the aggregate 
for 1948-49. Of the past year’s expansion, £54} millions was attributable to 
bills and an unusually high proportion to bonds, the holding of which rose by 
£39 millions. The level of the bond portfolio, however, is particularly subject 
to variations caused by ephemeral influences that may happen to arise 
around the balance sheet dates; of this increase of £39 millions, more than 
half was attributable to a large rise in the portfolio of the Union Discount 
company (from £63 millions to £87 millions), and the report of that company 
emphasized that the holding had been considerably reduced, in the normal 
course of business, in the early days of the new year. But, even if allowance is 
made for this, any expansion at all is noteworthy, in view of the diminution 
in the supply of very short bonds. 


TABLE II 
PUBLIC DISCOUNT COMPANIES IN ORDER OF SIZE, 1950-51* 
(émns.) 

Published Invest- Total 

Capital ments Bills Portfolio 

Resources 
Union Discount Co. of London, Ltd. (31/12/50)... 8.573 87.24 216.75 303.99 
National Discount Co., Ltd. (31/12/50 5.351 63.94 132.71 196.65 
\lexanders Discount Co., Ltd. (31/12/50 ae 4.052 59.08 83.47 143.45 
Cater, Brightwen & Co., Ltd. (5/4/57) 2.570 26.12 80.68 106. 80 
Gillett Bros. Discount Co., Ltd. (37/1/51 1.885 20.42 56.23 76.05 
Smith, St. Aubyn & Co., Ltd. (31/3/57) .. 1.559 14.80 51.14 66.03 
Jessel, Toynbee & Co., Ltd. (37/3/51) f.382 15.40 45.24 60.70 
\llen, Harvey & Ross, Ltd. (30/9/50) 1.187 12.97 40.80 53-77 
King & Shaxson, Ltd. (30/4/57) 1.060 10.03 35-49 45.52 


* Balance sheet dates, ranging from Septe iastiins 30, 1950, to April 30, 1951, are indicated 
in brackets 

Inevitably, the expansion of portfolios implies that their average life must 
have been longer, in nearly every case, than at the previous balance sheet date. 
One company—the National Discount, whose portfolio expanded only slightly 
—specifically stated that this was so. On the other hand, the smallest of the 
nine houses (King and Shaxson) succeeded in reducing the average life of its 
bonds from 26 to 23 months—and moderately reduced the size of its portfolio. 
As will be seen from Table II, only one other house—Allen, Harvey & Ross, 
the eighth of the nine houses in point of size—showed a reduction in its bond 
portfolio, but here the comparison was affected by this company ’s early 
accounting date (September 30), because the he ious year’s portfolio had 
been abnormally expanded by a large menting of 1? per cent. Exchequer Bonds, 
which at that time had a life of only 44 months. These two houses, and also 
Jessel, Toynbee, showed a reduction in the ratio of their bonds to their 
disclosed capital resources; but the ratio for the nine houses taken together 
has, rather unexpectedly, risen sharply—to 11.3 times the total disclosed 
capital. This compares with a ratio of 10.1 in 1040- 50 and one of 11.1 (for 
eight houses) in 1948-49. Comparable figures are not available for earlier 
periods (because several houses then grouped their shortest bonds with their 
bill portfolios), but it seems certain that this latest ratio is the highest since 
the big expansion of market capital in 1946-47. It is probable, however, that 
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the aggregate bond portfolio (and the ratio) has been reduced perceptibly since 
the “‘ notional ’’ date of the combined balance sheet—and that the average 
life has been further reduced. The longest of the available bonds for normal 
Lombard Street trading (the 2} per cent. Exchequer Stock) now has a life of 
just over 3} years, but the market’s biggest holding must be of 1951-53 War 
Bonds, the maximum life of which is now nineteen months. Any early repay- 
ment of this bond, unless it were replaced by a very short bond with a single 
redemption date (which would be quite contrary to recent official tactics) 
would inevitably raise the average life of market holdings still further, 
for the security next in line—the 1952-54 War Bonds—now has a maximum 
life of thirty-one months. 

Since the figures given in Table | embrace nine out of the twelve discount 
houses—the three private companies that do not publish accounts are Ryders 


Taste Ill 
MONEY MARKET SHORT BONDs, 1949-51 
Net Prices 
1949 1950 1951 
End- End- 
High Low 1949 High Low 1950 High Low July 23 
2)°, Nat. War, 1949-51 .. 101% 100 *& 101 ,* 101 % 100%* 
yojr2/49° 0-11 /8/49 71/50 32/10/50 
13°, Exchequer, 1950 1024 100 100! 
14/1/40 30/6/40 
24% Nat. War, 1951-53 100 & 100 101} 102 1ol 101 101 & 100 101 & 
4/1/49 11/8/49 6 6/50 29/12/50 20/9/51 25/6/51 
24% Nat. War, 1952-54 102 99; 101} 102 i 100 dg 101 *& 1013 100} I% 
11/2/49 11/8/49 19/6/50 11/1/50 , 18/1/51 21/6/51 
2% Exchequer, 1955 100! 102} 100 ror 102} 100}} io1g 
3/12/50 27/2/50 19/2/51 0/6/51 
* To end October, 1950. 
Paste IV 
WONEY MARKET SHORT BONDS, ‘1949-51 
Gross Redemption Yields* 
19049 1950 1951 
High Low End-1949 High Low End-1950 High Low luly 23 
% % % % % % % % ° 
fa8 £4 f£% & fad. £8 4 £ «a 4 fea &@& €6 4 £26 
24% Nat. War, 1949-51 ri8 5(/itr 8S 6(l)t 
2 7xx(i)ras 7) razr il) — 
19% Exchequer, 1950 3115 ofe¢) 5 Sle) 12 6fe) 


24% Nat. War, 1951-53 210 2(¢e) 1 © gfe)t oO ofe) 1 5 Fle) : = bed 


z1o 1) 118 5(/) tig off) 20 rfl) 1 14 rol) 2 oO Zl) 2 & 5(2) 1 14 1O(l) 1 14 104) 
2% Nat. War, 1952-54 211 1(e) 110 Q(e)117 Ofe) 2 1 Ble) 13 2(¢) 1 2 411(e) t 8 ofe) 6 4fe) 6 ale) 
21o BJ) rr8 3(2) 2 3 tl) 2 5 Zl) 1a 14 Sl) 1 19 r0(l) 2 4 2(l) 1 18 5(l) 1 19 Gil) 
23% Exchequer, 1955 - ta te ££ @ 8 114 0 116 9 * 2 8 114 Oo 117 1 
* Except where otherwise indicated yields are given for both earliest (¢) and latest (/) redemption dates. 


+ To end October 1950 


Discount Co., Seccombe, Marshall and Campion, and Clive Discount Co.—the 
extent of the aggregate portfolios of the market as a whole can be estimated 
with substantial accuracy. Calculations made on the same lines as those of 
previous years suggest that the aggregate portfolio of bills and bonds would 
be just short of {1,200 millions at the “ notional’ balance sheet date, com- 
prising a little over {850 millions of bills and about £340 millions of bonds. 
The corresponding estimates for 1949-50, given in THE BANKER twelve months 
ago, were {800 millions of bills and £300 millions of bonds. Disclosed capital 
resources of the nine houses that publish accounts rose only slightly during 
the period covered by the latest accounts, but since the prices of bonds were 
well maintained in this period it is reasonable to assume that inner reserves 
were also augmented moderately. This suggests that the aggregate “true” 
capital resources of the market as a whole are now in the region of £37-38 
millions. On this basis, the aggregate portfolio would be between 32 and 33 
times the true capital, the multiplier for bills alone being 23-24 (compared 
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———— 


with 22 in the previous year) and for bonds alone 9-9} (compared with 8- -8}). 
Some measure of the year’s expansion of business in commercial bills is given 
by the figure for re- -discounts shown in Table I. This item relates exclusively 
to commercial bills (since the discount houses naturally do not endorse the 
Treasury bills they re-sell, so that there is no contingent liability upon them 
during the re mainder of their life). And as the houses rarely hold such bills 
to maturity, but re-sell them to the banks after an average of between a half 
and two-thirds of their life has elapsed, the re-discounts total may represent 
roughly that proportion of the total volume of paper passing through the 
market at or around the balance sheet date. At the notional date for the 
combined balance sheet, re-discounts totalled {102 millions, showing a 25 per 
cent. increase on the previous year’s figure and a five-fold increase over five 
years. Allowing for the business of the houses that do not publish accounts, 
it appears that the aggregate of bills in the market—either in portfolio or under 


TABLE V 
MONEY AND BILL RATES, 1939-51 * 
June, Oct., Oct., Jan., April, Aug., July, 
1938 1939 1945 1948 1949 1949 I95I 
Discount Rate: % “"* % % %o % % 
3 Mths. Bank Bills 3j-¥% 14 B ’ 5 m : 
4 ” ” ” at I ds I is ie 5 i 3 I ts 
6 ” ” ” I¥-1} fe-8 e- 3 rs 1} 
Treasury Bills: 
End-month tender ¢ 10/9.18d. 23/8.83d. 10/1.60d. 9/11.56d. 10/5.44d. 10/5.33d. 10/3.19d.t 
Clearing Banks’ Buying 
rate from Market: 
Bank Bills . . aa 1 I 4 4 * 3 Z 
Treasury Bills ah 4— 45 I 4 4 4 } } 
Clearing Banks’ Call 
Money: 
Against Bank Bills 3 
Treasury Bills 3 ‘ j } } $ 4 
Bonds aa I 1} 3 ; 3 3 ? 
* Except for the pre-war date, the months selected are those in which rates for commercial 
bills were changed. 


+t Rate shown is the average for the whole tender, and is therefore normally below that at 
which the discount market secured its bills. The rate for market allotments on the current 
(discount) basis of tendering for 91-day bills is 10/4.3d. 


re-discount—must have been approaching {200 millions at the notional 
date. At this time, moreover, the value of such bills had not felt the full 
impact of the rise in commodity prices, so that the total of genuine self- 
liquidating paper must now be larger still. On the other hand, the volume of 
finance paper has probably declined, because some of the clearing banks have 
been tightening up their rules for the re-discount of paper that is not demon- 
strably drawn for the finance of the movement of goods, or is drawn for a 
currency longer than they deem reasonably necessary. This policy, which 
is being pursued with varying degrees of intensity by different banks, has 
naturally had the warm approval of the authorities, since they have them- 
selves been mov ing in the same direction now that the supply of genuine paper 
is sufficient to justify a return to practices that were normal before the war 
(but were perforce relaxed in the early post-war phase). 

Any attempt to estimate the volume of prime commercial paper must take 
into account, not only the bills passing through the discount market, but also 
those that reach the clearing banks direct (from their own customers or through 
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the medium of their “ foreign ”’ departments) or through running brokers, 
The amount of such business ‘probably varies fairly widely from bank to bank, 
but in the aggregate it is unlikely to form a high proportion of the total supply, 
A reasonable guess for the total amount of paper commanding prime rates 
would be around £250 millions; but there are considerable seasonal Variations, 
and at times this figure may have been appreciably exceeded. 

The steady expansion of commercial business has certainly played its part 
in setting the stage for the recent unexpectedly large advance in discount 
rates for such paper. It would probably have enabled the market, had it been 
left to act solely on its own initiative, to lever up rates by a further 1/16th or 
1/8th of 1 per cent. on the three months fine bank bill. The clearing banks, 
however, had more ambitious plans, and these were assisted by the prior 
disclosure of the agreement for a simultaneous increase in advances rates. As 
from July 9, therefore, the banks and the market imposed an increase in the 
three and four months rates by 5/16 per cent., to I per cent., with a slightly 
smaller increase in the six months rate. This increase in the three months 
rate is exactly double the whole movement that the market had itself achieved, 
in three stages, over a period of 3} years—for until early 1948, as Table V 
shows, the rate was still only 17/32 per cent., then showing a margin of 
only 1/32 per cent. over the rate charged to the market by the clearing banks 
for loans against bills, and an even smaller margin over the market’s tender 
rate for Treasury bills. On this latest occasion, however, the clearing banks 
have raised their rate for loans against commercial bills—from 4 4 per cent. to 
? per cent., or the same rate as they charge for call loans against bonds—and 
thus have for the first time differentiated between loans against commercial 
bills and against Treasury bills (which remain at the } per cent. to which they 
were reduced in response to the Daltonian initiative in 1945). When it is 
running commercial bills in portfolio against clearing bank money, the market 
will therefore be passing on to the clearing banks four-fifths of the additional 
discount that it now secures from the original sellers of the bills. It will still 
retain the residual one-fifth, however, when it re-sells the bills to the clearing 
banks, since their buying rate from the market has been increased by only 
} per cent. (to } per cent.), whereas on each occasion when the discount rate 
was raised solely on the market’s initiative the banks raised their re-discount 
rate correspondingly—save only on the occasion of the first market move 
(from 17/32 to 9/16 per cent.) in 1948. Thus, the market’s re-sale margin, 
which from that date had been consistently 1/16 per cent., is now } per cent. 

Although a substantial proportion of the additional gross return from 
commercial bills is intended to accrue to the banks, the benefit to the market 
will be perceptible. Calculations based on the volume of paper estimated 
above suggest that the market’s aggregate revenue from commercial bill 
business has lately been running at an annual rate of about £200,000, or 4 
little more. Ifthe same volume of business were to be financed entirely through 
the clearing banks, the prospective addition to the market’s revenue would 
be about £125,000. Expressed as a proportion of the market’s total earnings, 
a gain of this order would not be large; the latest published net profits of the 
nine houses aggregated just over {1,450,000 (an increase of 10 per cent. om 
the figure for 1949-50), and the corresponding total for the twelve houses, 
based on estimates of the relative size of portfolios, might be rather les 
than £1,700,000. All figures of published profits, it should be emphasized, att 
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subject to the varying incidence of inner reserve policy—not to mention the 
peculiarities of the varying incidence of taxation. Even so, estimates based 
upon them serve to demonstrate afresh that bond business continues to play a 
preponderant part in determining the profitability of the market. 

On the basis of the rate of turnover of the past six months, it can be com- 
puted that trading revenue from Treasury bills has been running at an annual 
rate of about £300,000, so that bill business as a whole must have provided last 
year less than one-third of total “‘ published” net profits. But returns from 
bill business have been creeping up significantly. Four years ago one house 














TABLE VI 
MARKET TURNOVER OF TREASURY BILLS * 
Total Syndicate Allotment Syndicate 
Allotted Actual Proportion Weekly Average 
{mn. £mn. % émn. 
1938-397 455 167 37 13 
1945 I 1430 442.2 38-3) 34) 
II 1620 | 566.2 | . 5.0 | : 
Ill aaa > 6560 ae.3 7 2405.1 a 5 737-6 . 47 
IV 1820 872.4 ) 47-9 ) 67 J 
1946. I 1760 ) 834.1 7.4 ) 64 
II 1930 |. 859.0 : 6 | 66 
III 4 — as 3454-4 4 r 44-3 60 +66 
IV 2150 |} 985.4 45.8 | 76 } 
— I 2185 ) 1056.4 48.4 ) 81 ) 
II 2480 | a5... 958.8 = 44.0|( _ Tale 
III 2200 ‘oe 1091.9 (4477 3 49.5 (47 4 84 on 
IV 2240 } 1070.2 47.8 J 82) 
1948... I 2160 1073.1 ) 49-5) 83 
I] 2210 |. TC  . e 40.4 79 
III 2210 (993° 1062.5 (4757-7 nar 82 (82 
IV 2250 1096.4 } 48.5) 83 
1949... I 2210 ) III3.9 ) 50.4 | 85 
II 2210 | 992.81. 3 , 45.0 | gs 76 | 
Ill 2600 ( 100F°0 1324.6 ‘(oneeie 50.9 65°°5 102 r98 
IV 2990 } 1677.6 J 56.1 J 129 
ae I 2910 |) 1613.3 } 55-4 ) 12 
II 120 | 1727.0 | 55-4\.- ¢ I 
III ss ‘ees 1770 o (0949-3 34 ; > 55.0 he P 134 
I-/ | / : 54. 
IV 3190 | 1838.0 | 57.6) 141, 
I95I .. I 3190 1674.0 52.5 129 
II 3220 1550.0 48.1 119 


* Estimates between 1939 and the third quarter of 1949 based on assumption that market 
tenders just cover total offered; thereafter special estimates have been prepared by THE BANKER. 
Periods relate to dates of tenders, not of payments, for bills. The first of each pair of columns 
gives quarterly figures, the second gives annual. 1 

t Quarterly average of twelve months to August 25, 1939. 


disclosed that bills contributed merely one-third of its total administrative 
expenses ; now there is little doubt that they fully cover the expenses—leaving 
net revenue from bonds wholly available for profits, or for the augmentation 
of reserves against the considerable contingencies that may lie ahead. This is 
a notable change in the revenue structure of the market, and it is noteworthy, 
too, that the traditional business in commercial bills should have played a 
significant part in bringing it about. Because of the arbitrarily pegged rates 
for Treasury bills, the gross profit margin to the discount houses is appreciably 
less than 1/32 per cent. per annum (whether for running or re-selling), with 
the result that, even at the recent rate of 11/16 per cent. for three months fine 
commercial paper, dealings in this paper have been fully five times as remunera- 
tive as dealings in Treasury bills. Hence, if the market in future can earn 
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£300,000 or more annually from commercial business, the return will actually 
match that from Treasuries—though part of the return from commercial paper 
ought perhaps to be regarded as a provision for rising risks. 

The trend of commercial bill revenues will depend not only on the demand 
for accommodation but also on the reactions of the banks to the new structure 
of rates. At I per cent., prime bank bills may be regarded by the foreign banks 
operating in London as an attractive medium for investment of short-term 
funds, while other outside banks—notably the big Eastern banks—that are 
normally a major source of bills may prefer to keep more in their eek port- 
folios, instead of selling the bills and lending to the market at 3 or ? per cent. 
Hence the market may find that it is securing a smaller proportion of the total 
supply. On the other hand, the plenitude of overseas funds in London has 
for some time past made it unusual for the outside banks to be able to com- 
mand more than 3 per cent. for their money (most of which has been lent against 
bonds, since the bulk of the bill money business went to the clearing banks, 
at 3 per cent.). Now, however, that the clearing banks charge ? per cent. for 
money against commercial paper, the outside lenders are put in the position 
of being able to under-quote these banks for this business (just as they have 
been doing for bonds). Thus, although the market may get a smaller share 
of the total commercial bills, it may finance them on more remunerative 
terms. So long as these conditions obtain, it may be that the only parties who 
will suffer from the unnatural pattern of rates now established will be the 
clearing banks—since they will tend to secure less commercial paper and also 
to lend less against it, while their less remunerative business in Treasury bills 
will be correspondingly increased. Some of the banks, however, contend that 
these will prove to be only the initial consequences, and that in the end the 
move will be as remunerative as they had at first hoped. 

Meanwhile, it deserves to be noted that this rise in bill rates, while it will 
prevent the spread in the cost of bill finance and of bank advance from widening 
further as advances rates rise, will still leave the bill as the cheaper method 
in many instances. The minimum acceptance commission charged by the 
clearing banks to overseas customers has, as noted in THE BANKER last month, 
recently been raised to 24s. per cent. per annum, under the uniform foreign 
charges agreement. There is no similar tariff for domestic acceptances, but 
rates charged both by the clearing banks and the accepting houses have been 
edging upwards. For first-class specifically-secured commercial business, a 
fine rate would now be 1}-1} per cent. per annum, with substantially higher 
charges for less acceptable business. This means that, including bill stamp 
and 1 per cent. discount, the total cost of bill finance at three months is unlikely 
now to be less than 23-2? per cent. per annum even in the most favourable 
circumstances; the corresponding cost by bank advance would probably be 
$ per cent. higher. Hence the effort to confine bill finance to its strictly 
orthodox function of. self-liquidating ‘“‘ movement ” business, and thus of 
driving the “ finance’ business into the bank advances channel, still has to 
proceed mainly by the qualitative discrimination that the banks and the 
authorities have lately been intensifying. Finally, it may be noted that at 
these levels there is no reason to suppose that the costs of bill finance in London 
will impair the market’s competitiveness in international business, so that the 
advance in discount rates and acceptance commissions will add its mite to 
Britain’s earnings from invisible exports. W.T.C.K. 
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Resale Price Maintenance in Britain 
and the United States 


By Margaret Hall 


HE Government has announced that it intends to legislate against resale 
T pie maintenance. Its statement (Cmd. 8274) is simple and compre- 

hensive. The enforcement of a minimum resale price either by a single 
manufacturer or by manufacturers collectively is to be made illegal. ‘‘ The 
Government . . . propose to introduce legislation to make it unlawful to operate 
or to take part in the operation of collective measures designed to ensure that 
goods shall be sold at (or above) specified retail prices. ... The Government 
proposes to provide in the legislation to be introduced that manufacturers 
shall be entitled to indicate, recommend or prescribe only maximum prices 
for the resale of their goods. Trade Associations which are constituted as 
trade unions will not be exempt from this provision.’’ This last sentence 
refers to the protection currently afforded to Trade Associations that choose 
to be registered as trade unions. These Associations are permitted, in the 
present state of the law, to impose certain restraints on trade that might other- 
wise be considered illegal by the Courts. 

At present there are three ways in which retail prices can be determined. 
First, over a certain range of goods distributors are free to charge any price 
they choose; secondly, for some goods the Government fixes maximum prices; 
and, finally, for what are known as branded goods distributors are frequently 
compelled to charge a minimum (or in some cases a specific) price determined 
by the manufacturer or other supplier. These “ supplier-maintained ”’ prices 
are not, of course, enforceable through the Courts, but any distributor who 
sells below them may be punished by withdrawal of supplies, either of the article 
in question where price maintenance is conducted by a single manufacturer, 
or of a range of associated products where manufacturers are practising price 
maintenance collectively. It is understandable that the threat of boycott, 
sometimes combined with a fine, is most frequently a sufficient deterrent. 

Resale price maintenance of this sort is not new. Its use has been a con- 
troversial issue in Britain and in the United States for three-quarters of a 
century—ever since branded goods came into prominence.* Historically, it 
was the manufacturers who, as mass production became more widespread in 
the second half of last century, saw most to gain from it; they sought to 
influence the mass of small distributors to press their products by offering 
them guaranteed margins and the absence of price competition. The introduc- 
tion of the price maintenance system was, in fact, originally part of an effort 
by the manufacturer to control the disposal of his product at retail and went 
hand in hand with nation-wide advertising designed to secure consumer accep- 





* Although resale price maintenance arose with the advent of the branded article and although 
it is practically impossible to maintain the price of a non-branded article, it is important to 
Notice that not all branded goods are p-ice maintained. The American grocery trade, for instance, 
is based on the sale of branded goods that are not. 
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tance of his brand. The economic argument put forward in its favour was 
that without a steady flow of orders the full economies of mass production 
could not be obtained; it was argued that the offer of a guaranteed margin 
on a product secured the loyalty of distributors to.that product and that 
guaranteed margins ensured the prosperity of existing distributive outlets, 

As the technology of distribution developed and large-scale distributors, 
such as chain stores and mail order houses, captured an increasing volume of 
business, manufacturers steadily lost interest in resale price maintenance. 
They found that the large-scale distributor was not to be wooed by guaranteed 
prices and margins; he sought success instead by way of rapid and increasing 
turnover at reduced prices and margins. But,.as the manufacturers’ interest 
cooled, the old line distributors increasingly sought protection from the price 
competition of the chain stores; they saw in resale price maintenance a system 
that eliminated price competition and thereby denied the chain stores their 
most effective competitive weapon. As certain of the manufacturers testified 
before the Lloyd Jacob Committee, the third and latest of the official com- 
mittees that have enquired into the practice in the past thirty years: ‘‘ Even 
if a manufacturer were personally opposed to minimum resale prices, he could 
not necessarily afford, owing to the attitude of distributors, to act alone to 
reverse the established conditions of his trade”. The lines of advocacy are 
therefore now highly confused. 


THE SYSTEM UNDER SCRUTINY 


Whatever its advantages or disadvantages to manufacturers or distributors, 
there would seem to be a prima facie case for supposing that resale price main- 
tenance cannot be in the interest of consumers, since it prevents traders from 
passing on to the public the benefit of lower distribution costs and restrains use 
of the desirable competitive weapon of price reductions. It is for this reason 
that the practice has been a favourite subject for official enquiries. 

Two committees enquired into the subject in the inter-war period—one in 
1920 and one in 1930-31. Both reported that resale price maintenance was to 
the advantage of the consumer. The first committee was set up in 1920, 
under the Profiteering Act of the previous year, by the Standing Committee on 
Trusts (see Cmd. 662, 1920). It decided that in a time of rising prices the 
maintenance of resale prices tended to check their rise. The committee found, 
in short, that “‘ maintained ”’ prices were less responsive to general inflationary 
pressures than free prices; what it did not show, however, was that maintained 
prices were lower than they would have been in the absence of price main- 
tenance. The fact that one man is shown to walk more slowly up a hill than 
another does not also show that he is less far up the hill; he may have started 
higher up to begin with. The second inter-war Committee on Restraint of Trade, 
which reported in 1931 (H.M.S.O., 1931), also advised against legislation to 
check this practice,on the grounds that freedom of contract involved the right 
to maintain prices. The committee added, however, that it did not consider 
that the practice was free from disadvantages from the public point of view 
and advised that, if at some future time the question of public policy in 
relation to monopoly should be examined, “ the possibility of support being 
given by the price maintenance system and boycotts to monopolistic com- 
binations and trusts ought . . . not to be overlooked ”’. 
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It was not until thirteen years later that the first steps were made towards 
an official examination of this general problem of monopoly. In 1944, the 
coalition Government, in its well-known White Paper on Employment Policy 
(Cmd. 6527, May, 1944), expressed its intention of ‘ informing ” itself of the 
extent and effect of restrictive agreements and of the activities of combines, 
and of taking “‘ appropriate action to check practices which may bring advan- 
tages to sectional producing interests but work to the detriment of the country 
as a whole”’. In January, 1949, the Monopolies and Restrictive Practices 
Commission was set up with powers of inquiry into the existence of monopoly 
and of making recommendations concerning the public interest. The Board of 
Trade is responsible for making submissions to the Commission. Up to the 
present time six submissions have been made and of these the Commission 
decided to deal first with three industries in which collective enforcement of 
resale price maintenance exists. In December, 1950, the Commission issued 
its first report, on the supply of dental goods. This report concluded that the 
Association of Dental Manufacturers and Traders, who supply about nine- 
tenths of the dental goods sold in the United Kingdom market, has as its 
primary object the collective enforcement of resale price maintenance and the 
limitation of entry to the industry. The association’s regulations provide for 
exclusive dealing and for the collective boycott of non-members. While the 
Committee “do not on balance see any objection to the individual manu- 
facturer maintaining the end-prices of his goods when he so chooses, they do 
not think that he should be limited in the maximum discounts which he may 
allow to hospitals and other large buyers, as he is under the rules of the 
A.D.M.T.” The report recorded that the association regarded exclusive dealing 
and the collective boycott as essential to the maintenance of individual manu- 
facturers’ resale prices. ‘‘In its simplest form, resale price maintenance 
implies no more than the protection of the end-prices of manufacturers’ 
brands, and it is as such that it has been primarily justified to us by the A.D.M.T. 
But in this trade it has developed into a complete system for the restriction of 
competition between dealer members of the A.D.M.T. and for the protection 
of their gross margins and their net profits. It has also offered a general 
protection for the level of manufacturers’ prices’. The committee held that 
these restrictions were contrary to the public interest. 

Eighteen months before the publication of this detailed case study, the 
findings of the Lloyd Jacob Committee (Cmd. 7696 of June, 1949) had indicated 
that practices similar to those of the A.D.M.T. are operative over a wide range 
of industry and trade. This Committee was appointed to consider resale 
price maintenance as a whole and to report on whether any measures were 
desirable to prevent or regulate its continuance. All the main arguments on 
both sides were presented to this Committee which, unlike the 1930 Committee, 
published its hearings. The Lloyd Jacob Committee reversed the decisions 
of the 1920 and 1930 committees, and recommended, without qualification, 
that collective price maintenance should be made illegal. The Committee 
considered, however, that the individual manufacturers should retain their 
right to prescribe and enforce individually a minimum resale price, though it 
qualified this recommendation by mentioning various ways in which producers 
ought not to use that right: ‘‘ Public policy requires adequate distribution of 
goods with provision for such price reductions as are justified by low cost 
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distribution, or by a regular policy of distributing surplus profit to the 
consumer ’’.* 
THE GOVERNMENT'S CASE 

Why is it that the Government’s proposals go beyond the recommendation 
of the Lloyd Jacob Committee and adv ocate legislation against individual as 
well as collective resale price maintenance ? In Cmd. 8274, the Government 
stated that, following the recommendations of the Lloyd Jacob Committee 
in June, 1949, it approached all trade associations who were known to be 
practising the collective boycott and urged them to take measures voluntarily 
to modify their practices in conformity with the Committee’s recommendations, 
The replies received made it clear that the associations had no intention of 
modifying their practices. The Government concluded that price maintenance 
was inevitably associated with restrictive and discriminatory practices and 
should itself therefore be outlawed except where any industry could establish 
a special case for its retention. 

Support for the Government’s view can be found in the following analysis 
by an ardent champion of resale price maintenance, whose experience as 
Secretary of the Motor Trade Association enables him to speak with authority: 

‘ It seems reasonable to assume that a static policy of resale price maintenance 
will ultimately destroy itself, because the increase in numbers under the price 
protection umbrella will eventually produce the same low profit and no- profit 
conditions which arose under price-cutting’’’.| In other words, price main- 
tenance without limitation of entry will produce an excessive expansion of the 
distributive trades. This, surely, is the answer to the contention that resale 
price maintenance will, by itself, produce stability in the distributive trades. 
Guaranteed margins, far from guaranteeing the profits of individual enterprises, 
will attract new-comers, unless these are prevented by some form of limitation 
of entry. The arrival of new-comers will diminish the sales of existing mer- 
chants. Guaranteed margins do not in themselves guarantee the livelihood 
of existing sellers. Accordingly, limitation of entry is a principal objective of 
many trade associations and must, from the practical point of view, be con- 
sidered an adjunct of resale price maintenance. 

What resale price maintenance does; in short, is to depress the general 
standard of living of retailers in order to prevent efficient retailers from rising 
above inefficient ones. In so doing, it severely restrains the effect of price 
competition on the efficiency of the distributive trades and even of manv- 
factures. Every retailer is, in the nature of the case, to some degree a mono- 
polist. This results from the geographical dispersion of customers and the 
greater convenience of going to the shop nearby, together with the personal 
relationship of buyer and seller. In order to set up a new business, the new- 
comer must detach shoppers from their customary suppliers. The two 
principal ways of doing this are by offering superior service, which costs money 





- The proposal that the benefits of low cost distribution might be passed on to consumers 
by means other than price reductions seems difficult to translate into practice. Any uniform 
price necessarily gives a surplus profit to those with costs lower than the least efficient seller. 
The return of any excess over cost in the form of a deferred rebate has been suggested as a means 
of reconciling the maintenance of uniform minimum prices with the interests of the consumer. 
The discrimination exercised by trade associations against the co-operative retail societies which 
use the device of the dividend on purchases hardly implies that the suggestion is of practical 
importance in Britain—though it is successfully used, for instance, in the Netherlands. 


T Control in Retail Industry, K. C. Johnson-Davies, page 7. 
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and must be financed from the price of the product, or by reducing prices. 
Under price maintenance, sellers are compelled to rely on the former alterna- 
tive. Selling costs thus tend to be raised, and new techniques that are cost- 
reducing and that might otherwise prove their worth by reducing retail prices 
tend to be frustrated. 
What are the arguments that can be put forward on the other 

favour of resale price maintenance? Perhaps the most widely accepted 
of these has been the “loss leader’’ argument. A loss leader is defined as 
“an article sold at a price cut drastically below the established price to attract 
customers ’’. There have been cases of products that have been “ destroyed ”’ 
in this way. When one trader uses a given product as a loss leader, competing 
traders are compelled to offer the article at competitive prices. If these prices 
are unremunerative, traders will not re-order, but will turn to a substitute 
product. Both the public and the trade will thus be led to boycott the article; 
the public because it has lost faith in it and the trade because it makes no 
profit from selling it. There is some substance in this argument. Two points 
should, however, be made. First, the use of the loss leader technique is most 
effective when prices are maintained elsewhere, so that the danger of loss 
leader selling is in part occasioned rather than restrained by price maintenance ; 
secondly, the tendency to cut-throat competition is stronger in times of falling 
than of rising markets and full employment. In the words of the Lloyd Jacob 
committee: ‘‘In the new conditions of full employment, many established 
trade practice s and protective devices, however understandable and legitimate 
their origin and development before the war, will need re-examination ’’. The 
Government’s present proposals state that if unfair or excessive methods of 
price competition emerge, Parliament could deal with them on their merits. 


EXPERIENCE IN THE UNITED STATES 


It is estimated that upwards of one-third of consumers’ expenditure in 
Britain is on price-maintained articles; this, of course, implies that a far 
higher proportion of branded goods are price maintained. In the United 
States, resale price maintenance was, in effect, illegal under the Sherman 
Anti-Trust Act until the 1930s; since then it has flourished in some fields, 
but it still affects only some 5 per cent. of American consumers’ expenditure. 

These overall percentages, however, do not tell the whole story. American 
experience provides an interesting contrast between separate branches of 
retailing. In all American States, except Ohio, resale price maintenance (or 
“Fair Trade’’, to use the American terminology) scarcely affects food distribu- 
tion, but in the field of drug store products it is widespread. Collective resale 
price maintenance as practised in Britain has never been legal in America, but 
continuous endeavours have been made since the last century to find a lawful 
means of securing individual price maintenance. These proved unsuccessful 
until, under the umbrella of the New Deal and its anti-depression measures in 
the 1930s, the passage of Fair Trade legislation in all but five States (and later 
in all but three) permitted price maintenance by a particular supplier in intra- 
state trade; the important “ non-signer’s”” clause made the price agreed 
between one manufacturer and the signer of his contract automatically binding 
upon non-signers. In 1937, the Miller-Tydings Amendment to the Sherman 
Act gave equivale nt legal sanction to price maintenance in inter-state com- 
merce, though only for commerce between States with Fair Trade laws. 
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It is interesting to enquire why virtually no use has been made in food 
retailing of this new legal protection of price maintenance, whereas widespread 
use has been made of it by producers and distributors of drug store merchandise, 
The answer appears to be that a technical revolution was already taking place 
in the distribution of food before the introduction of the Miller-Tydings Amend- 
ment. This revolution, which was based on self-service and the technique of 
group wholesaling, had brought the economies of large-scale wholesaling 
within reach of the small retailer. Food distributors were therefore in search 
of rapid turnover at low margins; guaranteed prices and margins were not 
what they wanted, neither were they wanted by food manufacturers in search 
of increased volume of output. No such technical innovations were in progress 
in other sectors of the retail trade. American food distribution is now probably 
the most efficient, lowest cost and most prosperous in the world. 

In the non-food field, though price maintenance was practised, it has not 
lacked ardent opponents. Macy’s of New York, for instance, has fought a 
spectacular and profitable battle against it; this store now appears in the eyes 
of the public as the protagonist of competitive pricing. Another illustration 
of the principle that the effectiveness of price reductions is augmented by the 
maintenance of prices elsewhere, lies in the fact that many distributors in the 
United States pay recurrent fines for infringement of the Fair Trade laws— 
and think it worth the price. 

The recent Supreme Court decision, in June, 1951, denying the States 
the right to enforce resale price maintenance, implies that the exclusion of 
resale price maintenance from the restraints on monopoly imposed by the 
Sherman Act may now have become a thing of the past. Even before the 
recent decision of the Supreme Court, judgments had been given in the lower 
courts in favour of price cutters—on the grounds that where price cutting was 
widespread any compulsion to make individual competitors conform to Fair 
Trade prices was discriminatory and so contrary to the spirit of American law. 
The recent Supreme Court decision was followed by a price war that may 
have rejoiced the hearts of advocates of resale price maintenance. But this 
war was short-lived and was largely restricted to New York City, renowned 
for the price consciousness of its shoppers and the volatility of its markets. 

In Britain, however, resale price maintenance, Government maximum 
price regulation, prolonged submission to rationing at controlled prices and 
to allocation has given rise to a system where the search of manufacturers and 
traders is more for guaranteed markets and margins than for more business, 
and where consumers’ discrimination has been dulled by persistent shortages 
and a sellers’ market. The question arises whether such a situation can be 
long endured if Britain is to remain a great international trading nation. Even 
though British industry and commerce may be able, if they prefer to do s0, 
to reduce competitive risks at home, they cannot any longer dominate world 
markets. Britain can pay its own way internationally only by achieving com- 
petitive efficiency. There is little doubt that the legal prohibition of resale 
price maintenance would increase the tendency to price competition at home. 
With full employment and a sellers’ market, is there really reason to regret 
the prospect of legislation that would encourage price competition—and thus 
liberate the only force making for lower domestic costs and prices? The 
alternative seems to be to jeopardize the international competitive efficiency 
of the United Kingdom and, with it, the international position of sterling. 
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How Profitable is Life Assurance ? 
By a Special Correspondent 


dividends for 1950. Most of these companies transact all classes of 

insurance and have therefore profited from the post-war booms both in 
fire and accident underwriting and in life assurance. Despite this expansion 
in their business, however, they have also had to face—particularly in 
the field of life assurance—some of the problems that have lately beset the 
banks in this age of increasing cost inflation and relatively low interest rates. 
This seems a good time, therefore, to bring this whole question of profitability 
of insurance under close review. 

Present trends in profits from fire and accident insurance are discussed in 
the following article and need be only briefly summarized here. The net under- 
writing profits of the twenty leading offices from all classes of insurance, 
excluding life and annuity business, reached the record figure of £8.0 millions 
in 1949, and receded only slightly, to £7.3 millions, last year; these profits 
compare with an average of £3.2 millions in the five years 1934-38. General 
insurance business is, therefore, much more profitable now than it was before 
the war in absolute terms, although the profits expressed as a percentage of 
the premium income show little change; they amounted to 2.1 per cent. last 
year compared with an average of 2.9 per cent. during 1934-38. The substan- 
tially larger profits now being earned from fire, accident and marine insurance 
are, therefore, solely the result of the increased volume of business (and the 
inflationary increase in values) that has taken place during the last fifteen 
years. 

Despite this growth in underwriting profits, and despite the very substantial 
interest earnings that accrue on free reserves and the reserves held against 
the unexpired risks under fire, accident and marine policies, dividend limita- 
tion was rigidly observed until this year. Even after the increased dividends 
for 1950 had been paid, the net amount distributed in ordinary dividends was 
no more than {6.3 millions, compared with an average of £7.1 millions for 
the years 1934-38. The large surpluses ploughed back year after year have 
permitted the free reserves to be increased in line with the much larger volume 
of business now being transacted. 

How does the profitability of life and annuity business compare with that 
of the other classes of insurance ? Here again, of course, there has been a 
great expansion in business—particularly group life assurance business*— 
since the war, and this has resulted in economies from the spreading of over- 
head costs. But life assurance is fundamentally different from, say, fire 
insurance. The contract between the office and the assured is a long-term one 
—it may well extend for over fifty years. It is therefore necessary, in calcu- 
lating the premiums (the amount of which must be fixed at the outset for the 
whole duration of the assurance), to make long-term forecasts of future rates 
of mortality, of the net rate of interest that should be earned on the invested 
funds over the long course of the policy’s life, and of the expenses of manage- 
ment, 


Niven all the leading insurance companies modestly increased their 
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For a discussion of this expansion, see THE BANKER for March, 1951. 
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It is not surprising that those who calculated the necessary premium rates 
in and before the 1930s tended to underestimate the actual rise in management 
expenses relative to the trend of interest rates. They also tended to under- 
estimate the strides that medical science would make in reducing mortality. 
While the continuously declining mortality rate has tended to make some 
life assurance contracts more profitable than originally expected, it has had 
the opposite effect on annuity contracts; the average payments under annuity 
bonds are continuing for a longer period than was anticipated when the 
purchase price was calculated. 


To appreciate trends is life assurance sali it is necessary to have 
some knowledge of the method of calculating what are known as actuarial 
reserves. The difference between these reserves at the time of an actuarial 
valuation of the liabilities and the fund shown in a life office’s balance sheet 
represents the surplus available for allocation as bonuses to the participating 
policyholders, as dividends to shareholders (if any) and as additions to reserves. 
The revenue accounts and balance sheets of a life office are inadequate indicators 
of its financial position; the revenue account is merely a record of income and 
outgoings, and the fund shown in the balance sheet (which is the balance of 
the revenue account at the end of the year) may or may not be sufficient to 
cover the liabilities. The revenue accounts and the balance sheet must there- 
fore be studied in conjunction with the periodical report that is published under 
the provisions of the Assurance Companies Act, 1909, at intervals of not more 
than five years; this report shows the result of an actuarial valuation of the 
assets and liabilities of the life and annuity business. 

The actual profits earned by a life office cannot be ascertained unless all 
the contracts on its books have come to an end—that is, unless all the policy- 
holders and annuitants have died or endowment assurances have been paid off 
at maturity. This state of affairs will, of course, never come about in practice 
—except when an office ceases to transact new business and the fund is closed. 
Actuarial valuations are, therefore, based on conservative forecasts of future 
experience. The assumptions underlying these forecasts, unlike the rarefied 
mathematics underlying the valuations themselves, are not really difficult to 
understand. The first assumption has to be about future mortality rates 
among holders of life assurance policies and among annuitants. A different 
mortality table is used for each type of contract. It is quite safe to use mor- 
tality tables prepared from statistics of past experience for the valuation of 
life policies, since the secular trend of many years has been one of steadily 
lightening mortality. Indeed, it can be argued that the resultant safety 
margin is now too large; the mortality table in current use (the A1g24-29 
table published by the Institute and Faculty of Actuaries in 1934) is clearly 
out of date and is based on assumptions about rates of mortality among policy- 
holders that are too gloomy for the present day. For annuitants, however, the 
lightening rate of mortality cuts the other way and, for this reason, the current 
mortality table for the valuation of annuities (which was published by the two 
institutes in 1924) made specific allowance for a steady decrease in annuitants’ 
mortality. In spite of this allowance many offices to-day set up additional 
reserves against their annuity contracts, as they feel that the table may not 
have made sufficient allowance for the increasing longevity of annuitants. 
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In view of the growth of deferred annuities issued in connection with staff 
pension schemes, this question of future mortality rates is a very important 
one. If the mortality tables used in calculating the premiums payable under 
such contracts (and in estimating the liabilities thereunder at the periodical 
yaluations) make insufficient allowance for progressively lightening mortality, 
the offices will face some difficult problems when these contracts mature. The 
younger entrants into staff pension schemes will not retire for upwards of 40 
years, and the strides made by medicine in the last ten years suggest that it 
is not impossible that in another half-century deaths occurring before old 
age will be virtually restricted to accidents. Annuity business has not been 
profitable to the life offices in the past; it may or may not be so in the future, 
but the mortality trend is against the offices in this class of business. For- 
tunately, however, staff pension schemes normally include some life assurance 
benefits so that there will be an offsetting profit from this source if mortality 
rates do diminish rapidly. 

What now of the net rates of interest that the offices are assuming can be 
earned on their funds? Under the net premium method of valuation no 
specific reserve is made for future bonuses on with-profits policies, and the 
rate of interest “‘ assumed ”’ is always from 1 to 1} per cent. lower than the 
rate of interest “ forecast ’’; the effect of this is to make an implicit reserve 


TABLE I 
AVERAGE NET YIELDS ON LIFE AND ANNUITY FUNDS 
Average net yield Average net yield 
Year per cent. Year per cent. 
oe | £6. @. 
1925 4 13 1937 eau 
1927 a ai 414 1939 a a 94 7 
1929 ne oa 4 16 1947 *F ar 3 9 4 
4 ee es 3 9 
4 3 
4 3 


NNW 


1931 12 1948 9 
1933 4 1949 
1935 3 1K 1950 


ou 


9 4 

Io Oo 
forfuture bonuses. The average net rate of interest earned on the life and annuity 
funds of the leading offices last year was 3} per cent. and the rate of interest 
now ageeped in actuarial valuations by the net premium method is from 
2to 2} per cent. Automatic allowance is made in the valuation for the future 
cost of running the business; in published actuarial valuations, therefore, 
the difference between total net premiums valued and total premiums payable 
to the office under all contracts represents the annual margin available for 
future expenses. The reserves brought out by these valuations are, however, 
much larger than those needed simply to ensure solvency. 

Ever since the cheap money era, which began with the conversion of 5 per 
cent. War Loan into 34 per cent. War Loan in 1932, the average net yield 
on life and annuity funds has fallen steadily. Table I, which is based on the 
net yields on the life and annuity funds of a large sample of the leading offices (as 
estimated in the annual Insurance Supplement of The Economist), shows this 
trend clearly. It also shows that in the last four years the fall has halted. 
The rate of income tax payable on the taxable income of life assurance funds 
(other than that accruing to shareholders) was pegged at 7s. 6d. in the £ by 
the Finance (No. 2) Act, 1940, and it has since remained at that level. If 
this concession were ever to be withdrawn, there would, of course, be an imme- 
diate further fall in the average yield secured by the life offices. 








110 | THE BANKER 





As life assurance funds accumulate at compound interest, the effect on the 
profit earning capacity of the life offices of the fall of some 1} per cent. in the 
net yield between 1929 and 1949 has been great. The rate of interest upon 
which net premium valuations are based now averages 2} per cent., compared 
with perhaps 3 per cent. twenty years ago. The additions to reserves required 
by this change have been of the order of 10 per cent.; these additions, how- 
ever, have been largely found out of the capital profits that have automatically 
accrued on the old funds invested on the higher interest basis. There is no 
real tendency at present for a further reduction in valuation rates of interest, 
although those offices that are still valuing at 2} per cent. are tending to 
reduce the assumed rate to 2} per cent.* 

One of the main reasons for the current earnings problem of the banks— 
and, to a less extent, for that of the insurance companies—is that inflation 
nowadays tends to exert its “normal” effects more directly on rising costs 
than on rates of interest. A constant margin is included in each insurance 
premium to provide for the expenses of management. Fortunately for the life 
offices, however, these expenses are very much heavier in the first year of each 
policy than in any subsequent year; the usual scale of commission paid to 
agents provides for a substantial initial commission (but only a small allowance 
on each renewal), while the office has also, of course, to pay medical fees, 
stamp duties and certain other expenses in the first year. Thus, although the 
degree of inflation that has already taken place in this country has probably 
had the effect of making the expense margins contained in the premiums pay- 
able under old policies insufficient, a substantial part of these expenses was paid 
out in the first year, when costs were less. Renewal expenses are relatively 
unimportant, and although they may now exceed the provision for them, the 
deficit is unlikely to be of much significance. 

It is clear, however, that the main influence that has helped to keep cost 
ratios down has been the spreading of overheads resulting from the increased 
volume of new business. If business had not greatly expanded, it would have 
been necessary to increase quite substantially the expense loading in the 
premiums currently being charged. The net new sums assured by the life 
offices last year were over {£600 millions, compared with less than half this 
amount before the war. In addition a very substantial volume of new deferred 
annuity business has been secured from staff pension schemes. Premium 
incomes have, therefore, expanded sufficiently to carry the substantially larger 
present-day overhead expenses (commission and stamp duty are proportional 
to the sum assured), so that in 1949 the overall average expense ratio was 
only 14.8 per cent., compared with 15.3 per cent. in 1920-39. Last year there 
was probably a further slight fall. 


—— 


* So tong as there is a war-generated backlog of real investment needs in this country, and 30 
long as inflationary pressure is periodically strengthened by war alarms, the long-term trend of 
the rate of interest earned on life funds may largely depend on the monetary policy followed by 
the British Government. But those who have the unenviable task of trying to forecast the 
net rate of interest likely to be earned on life funds for nearly half a century ahead, should perhaps 
ponder on the economic forces that would seem likely to tend to drive the equilibrium rate o! 
interest downwards in any stable, full-employment community. These forces were discussed inal 
article entitled ‘‘ Euthanasia for the Swiss Rentier ?: A Case Study in Keynesian Prophecy 
in the June, 1951, issue of THE BANKER.—EbD. 
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THE DISTRIBUTION OF LIFE ASSURANCE PROFITS 

The surplus disclosed at the periodical valuations of life and annuity funds 
is fairly fully distributed in the form of bonuses to policyholders, and dividends 
to shareholders (if any)—although due a is also made for any necessary 
strengthening of actuarial and free reserves. The capital profits brought into 
account as part of the surplus, however, are commonly; and properly, carried 
to reserve in one form or another; it is also a common practice slowly to 
build up the undistributed surplus carried forward in the fund. By and large, 
therefore, the rate of bonus declared by a life office on its participating life 
assurance policies is a fair measure of the trends in profitability of the business 
during the valuation period—though it usually understates the actual 
valuation surplus achieved. 

Table II shows the most recent rates of bonus declared on endowment 
assurances by certain representative mutual societies, industrial-cum-ordinary 
life offices and the life departments of composite insurance companies; the 
table compares these latest bonuses with the highest rates declared during the 
inter-war years. There seems at present little prospect that these excep- 
tionally high inter-war rates of bonus will be repeated, but they provide 
a convenient basis of comparison with the current rates; as many offices 
value only at quinquennial intervals, it is not possible to choose a pre-war 
year that will allow a proper comparison between the offices. It will be seen 
that the proportion between the latest bonus rate and the highest inter-war 
rate varies between 61 and 83 per cent., the average being 71 per cent.; it 


TaBLeE II 
RATES OF BONUS DECLARED ON ENDOWMENT ASSURANCES 


Peak Latest Bonus 
Office Inter-War Latest as % of 

Bonus Peak Bonus 
National Mutual (c) aS me oa a a : 32s. 6d. 72 
Scottish Amicable (c) .. és és - a s. 6d. 32s. 6d. 76 
Scottish Widows’ (c sh Ra - a om Ss. 34S. 81 
Standard (c) ia a ‘i er “ ad Ss. 338. 79 
Pearl (s) .. da ‘a a a ace sis . 28s. 61 
Prudential (s) . “s cd i oa S. 28s. 61 
North British and Merc antile ( (c) a a oe s. 26s. 65 
Northern (s) = as 96 Re xs ee 55s. 37S. , 68 
Phoenix (s) oe as us ‘erd i - 6s. 38s. 83 
Royal (s) Re aa i ae a ce 5s. - Soe 67 


(s) = simple, i.e. calculated on the sum assured. (c) = compound, i.e. calculated on 
the sum assured and existing reversionary bonuses. 


seems, therefore, that present rates of bonus paid on participating life policies 
have now recovered to approximately three-quarters of the peak rates declared 
before the war—despite the fact that the vitally important net yield on the 
funds was then much higher. This achievement, in the face of substantially 
increased and still rising costs and after the strain of six years of total war, 
is extremely satisfactory. It is true that rates of bonus for new policyholders 
must be related to current premium rates, which are mostly higher than those 
in force before the war, but the fact remains that the old policyholders have 
done much better than they could reasonably have expected six years ago. 
The mutual life assurance offices have, of course, no shareholders. The 
shareholders of the purely life companies and the industrial-cum-ordinary and 
composite insurance companies are normally entitled to about 10 per cent. of 
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life profits; the constitution of some of the offices provides, however, for 
different formula—such as that the whole of the profits on the participating 
business goes to the holders of with-profits policies. Because of the great 
expansion in life and annuity funds over the last fifteen years, shareholders’ 
profits from this business have increased, although the profitability of the 
business has fallen off. 

These figures suggest that participating life assurance policies continue to 
be a better contract from the point of view of both the assured and the office 
than non-profit policies. Unless rates of bonus fall to very low levels—con- 
siderably lower than in the war—the policyholder may always expect an ulti- 
mately higher return per ¢ of premium from a with-profit policy than from the 
corresponding non-participating contract, whilst the office has a valuable 
cushion (represented by the difference between the with- and without-profit 
premiums for the same sum assured) with which it can meet any unexpected 
contingency. There are arguments on other grounds for non-participating 
policies: the dependants of those who die prematurely usually secure a larger 
sum than that payable under a similar with-profit policy. But the endowment 
assurance is overwhelmingly the most popular type of life assurance policy, 
and a very high proportion of endowment assurances are paid off at maturity, 
Deaths before maturity are comparatively few—and show a continuous decline. 





Fire and Accident Boom Continues 
By an Insurance Correspondent 


and accident business continued in 1950. The fire premium income of 

the 25 leading offices (whose premium income in 1949 accounted for 92 
per cent. of the whole) increased by 15 per cent. last year, while the accident 
premium income of the 24 leading offices (which transacted 87 per cent. of all 
accident insurance in 1949) incooased 4. 18 per cent. It seems probable, 
therefore, that when the official Board of Trade returns for this year are pub- 
lished—they appeared last year for ey first time since the war—they will 
show that fire business is now over 3} times, and accident business over 2} 
times, its 1938 level. The relevant statistics, including estimates for 1950, 


\e remarkable post-war expansion in the British insurance offices’ fire 


are shown in Table I. 

There have been three main reasons for the continuing rise in premium 
income since the war. First, in the immediate post-war years business was 
recommenced in the areas from which it was shut out during the war, and, 
more recently, British insurance has been re-established to an increasing extent 
in.ex-enemy countries. A second important factor has been the persistent 
rise in world prices; the upward surge of commodity prices after the outbreak 
of hostilities in Korea, however, can have been only partly reflected in last 
year’s premium income. The third—and by far the most important—factor 
has been the increase in the sterling amounts included in insurance company 
accounts on their very considerable North American business. Until the end 
of the war United States and Canadian dollars were converted into sterling at 
the traditional $4.86 = f1. In 1947 the majority of the offices changed 
the basis of conversion to $4.03 = {1. Now, following the devaluation of 
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sterling in September, 1949, all the offices (with the exception of the big 
Royal/Liverpool & London & Globe group, which still retains the old rate of 
$4.86 = {1) have adopted $2.80 = {1 for the conversion of United States 
currency and approximately the current rate of exchange for Canadian dollars. 

The process of adjustment to the $2.80 rate was a gradual one and widely 
different methods of dealing with the effects of devaluation were adopted by 
the various companies in their 1949 accounts. Last year, however, adjustment 
went forward and most companies have now met the increase in the sterling 
value of their liabilities by revaluing their dollar assets (including investments) 
at the new rates of exchange and by carrying any surplus to inner reserves. 
A few companies have, however, retained their dollar investments at the 
original sterling cost: of these most made transfers from published reserves 
to help to meet the increase in the sterling equivalent of their liabilities. It 
should be noted here that, because of the stringent statutory reserve require- 
ments in the United States and because it is conventional in America to 
maintain a substantial ‘ policy-holders’ surplus ’’ (which is, in effect, a free 
reserve), British insurance companies found that the increase in the sterling 


TABLE I 


AGGREGATE NET PREMIUM INCOME OF INSURANCE COMPANIES ESTABLISHED 
IN GREAT BRITAIN 
Index of Index of Index of 
Year Fire expansion Accident expansion Total expansion 
fm. (1938 = 100) fm. (1938 = 100) fm. (1938 = 100) 
1938 a 2° 49.5 roo yy Be Tea I0o 126. roo 
1939 es ee 49.0 roo 74.0" 97 124. 98 
1944 a aa 65.0 131 79.3 103 144.3 Il4 
1945 as i 71.8 I45 88. 115 160. § 127 


/ 


1946 a on 88.3 778 IIl. I44 199. r58 

1947 ee ss 108.6 219 142. 185 251. 198 

1948 a aie 127.6 258 153. 199 280. 222 

1949 .s .- 140.2 295 109.9 220 310. 250 

1950 * i - 167.9 339 200.3 260 308. 291 
* Estimated. 


value of currency assets after devaluation more than matched the increase 
in their liabilities. The companies are also, of course, receiving larger amounts 
of sterling from interest earnings on funds invested abroad and other profits 
remitted home. 

FIRE LOSSES IN 1950 

Before devaluation it was estimated by the British Insurance Association 
that overseas business of British insurers (including Lloyd’s underwriters) 
represented about 70 per cent. of the whole; as devaluation increased the 
sterling value of hard currency business (which represents a large proportion 
of the overseas total) the present overall proportion must be even larger. 
Overseas experience is thus of greater importance to British insurers than 
their experience in the United Kingdom itself. 

In the United States, where by far the largest proportion of overseas 
business is transacted, 1950 was a difficult year for fire insurers; under- 
writing profits of American insurers were only half those of the exceptionally 
good year of 1949. It is doubtful if many of the British offices did better 
than break even on their United States business; one company, in fact, 
showed an overall underwriting loss due entirely to adverse experience in 
the United States. It is true that purely fire losses in the States, at an esti- 








THE BANKER 





mated $688,458,000, were only some $25 millions more than in 1949 (and 
about $23 millions less than in the bad year of 1948). If this were the whole 
story, American experience last year would not have been too unsatisfactory, 
for, whilst fire claims amount to considerably less than fire losses, they fluctuate 
in proportion thereto. But most fire policies in the United States cover such 
additional perils as lightning, hail, windstorm and explosion.* In the fourth 
week of November, 1950, a windstorm of hurricane intensity swept northward 
through twelve eastern States, the most thickly populated and heavily indus- 
trialized part of the country. Vast damage was done and the aggregate loss 
falling upon insurers has been estimated at $150 millions—more than 3} 
times as much as that from the Texas City disaster of 1947. This exceptional 
windstorm was the culmination of a series of violent storms during September, 
October and November, all of which brought substantial losses to insurers, 
Latest reports show that fire wastage in the United States during the first 
five months of this year was $331 millions, compared with $310 millions in 
the same period of 1949. 

In Canada, too, 1950 was a poor year for fire insurers. Estimated fire losses 
totalled Can. $68 millions, compared with $55 millions in 1948 and $6g 
millions in 1947. There were two disastrous conflagrations in Quebec during 
May, 1950, one at Rimouski (where the estimated damage was Can. $20 
millions), and the other at Cabano (where damage was estimated at $6 millions), 
There was also severe flooding in Winnipeg in the spring. In the first five 
months of 1951, however, fire losses in Canada have been normal, amounting 
to $26 millions, compared with $42 millions for the first five months of 1950 
(when the total included the first estimate of the cost of the May conflagrations), 

Outside North America the most serious fire loss last year was one of 
£1,400,000, due to the destruction of the Aik Hoe rubber works at Singapore. 
This fire was almost certainly due to Communist-inspired arson. There have 
been other cases of suspected arson in Malaya, where insurers have had to 
face losses that they had never intended to cover; these claims have been 
generously met without too strict a regard to legal liability, but rates in Malaya 
have recently had to be revised. Two other overseas losses in 1950 that are 
estimated to have exceeded {1 million were the destruction of a tobacco factory 
at Bethune, France, and a conflagration at Takanosu, Japan. While business in 
Japan is increasing, British insurers are now leaving China, after having been 
established there for over a century. 

At home there was a welcome fall in fire wastage last year, in spite of rising 
prices. Losses in the United Kingdom and Eire were estimated at £19,576,000, 
compared with {22,471,000 in 1949 (the highest ever recorded) and £18,643,000 
in 1948. The year’s worst loss was the destruction of a factory at Treorchy, 
Glamorgan, which manufactured electrical apparatus; the cost of this fire 
was well over £750,000. Unfortunately there has been a relapse in 195I. 
Estimated home fire losses for the first five months of 1951 were estimated 
at £9,440,000, compared with {7,301,000 in the same period in 1949. The 
increase in claims may, however, have been partly due to increases in prices 
and may be partly offset by higher premium incomes. 

In all the circumstances, fire underwriting profits last year were more 

ceccecceeueaimiacbicaies born dina uation a tegecaesn Ragen tictiia hatte a came nde 

*‘ Multiple line "’ insurances—corresponding to the British “ comprehensive ” or “ all-in” 
policies—are now legal in the United States, but there has so far been little sign that insurance 
companies are actively seeking such business. 
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satisfactory than might have been expected. For the 25 leading offices they 
amounted to 10.3 per cent. of premiums, compared with 11.4 per cent. in 1949, 
8.0 per cent. in 1948 and an average of I1.0 per cent. in 1934-38. That British 
fire offices were able to do so well in spite of the poor results in the United 
States and Canada is a good illustration of the advantage in insurance of a 
wide geographical diversification of risk. The sharp fall last year in the under- 
writing profits of American insurance companies has already been referred to, 
and stands out in striking contrast. 


ACCIDENT BUSINESS IN 1950 


Accident premium income, of which a full 50 per cent. comes from motor 
insurance, was even more buoyant last year than premium income in the fire 
department. The insurance companies, however, have never succeeded in 
getting accident business—which is a comparative new-comer—on to such a 
profitable basis as fire insurance. This is strikingly illustrated by Table IT, 
which is drawn from material in the annual insurance supplements to The 
Economist. In this table reserves for unexpired risks have been taken at a 
uniform 40 per cent. of the year’s premiums in each year up to 1949; in 1950 
the actual proportion reserved by the company (sometimes as much as 50 per 
cent.) has been adopted, only additional reserves being ignored. The disparity 


TABLE II 

UNDERWRITING PROFITS AS PERCENTAGE OF YEAR’S PREMIUMS 
Fire Accident 

1930 ar me aie Ph as se 5.8 


1933 me os os os oe oe 8.6 
1936 " es bs aa as a 10.6 
1938 ake os +a zh ia rae 9.9 
1948 a ba nae re i er 8.0 
1949 + - o. .- +. oe 11.4 
1950 oe oe oe oe o- oe 10.3 


Qnnn ee WO 


between the underwriting profits earned from the two types of insurance last 
year was in fact more pronounced than appears from these figures. The recently 
adopted change in the reserve basis has the effect of decreasing the year’s 
profit when the premium income is expanding; moreover, while several fire 
offices reserve more than 40 per cent. of premiums, only one or two companies 
do so in the accident department. : 

Last year’s profits from accident underwriting were estimated by The 
Economist to have been 4.6 per cent. of premiums for the leading offices, com- 
pared with 7.2 per cent. in the exceptionally good year of 1949. These results 
were strikingly good in view of the fact that motor insurance is the biggest 
single component of accident insurance. Motor insurance was barely profitable 
in 1950 anywhere in the world, and in the United Kingdom it almost certainly 
tanataloss. The premiums on private motor policies do not fluctuate greatly 
with changes in money values; they are calculated chiefly with reference to 
the use and horse-power of the car and the area in which it is garaged. The 
rating of commercial vehicles also gives relatively little weight to current 
prices. Motor insurance premiums are, therefore, insensitive to inflation, but 
the claims that have to be met out of them are all too sensitive to it; these 
claims are reflected in rising repair costs and in ever-increasing compensation 
that has to be paid out to third parties for damage both personal and material. 
Moreover, in the first three months following the de-rationing of petrol in 
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May, 1950, road accident casualties soared by 80 per cent. over those in the 
corresponding period of 1949, and have continued at a high level since. This 
result was only to be expected in view of the high and increasing average age of 
cars on the road and the subnormal state of repair of the roads themselves, 
There is no doubt that the 12} per cent. increase in motor insurance premium 
rates (other than those on agricultural vehicles), which will apply on the first 
renewal date after June 1, is both justified and tardy. The Chairman of one 
of the leading offices has gone on record with the blunt expression of his 
opinion that the increase “is only playing with the position . . . the cost of 
repairs . . . is not met by an increase of 12} per cent. and I think it would be 
a pity if the insuring public thought it was ’’. The recent increase has, however, 
met with some criticism from the public and it is regrettable that, because 
home and overseas motor business is not separated in insurance accounts, no 
specific proof can be given that the home business had become unprofitable. 
The overall profit margin was, however, tenuous in 1949 and last year was 
probably smaller still. Overseas, motor insurance has encountered the same 
sort of difficulties as at home, and steps are being taken to increase the rates 
charged in various countries, particularly in the United States. 

No other individual category of accident insurance is of the same impor- 
tance as motor business; between them, however, the other branches of 
accident and miscellaneous insurance yielded last year nearly all the under- 
writing profit. Losses from burglary and theft were markedly lighter than 
in 1949, when some falling off from the abnormally high level of the immediate 
post-war years had already become apparent. The spate of burglaries from 
the end of the war up to 1948 was largely due to the fact that severe physical 
shortages during that period made the fts of goods for sale in the black market 
highly profitable. Unfortunately these shortages may return, at least in part, 
when rearmament gets into its stride. 

The insurance industry now seems to have surmounted two difficulties 
that were put in its way by post-war legislation. First, it will be remembered 
that a substantial volume of annual premium income (amounting to {17.7 
millions in 1947) was lost when the insurance of workmen’s compensation 
liabilities was taken over by the State in 1948. This loss, however, was made 
good by the end of 1949 by expansion in the other branches of accident insur- 
ance. Employers’ liability at common law is still covered by the insurance 
companies, but the premium rates decided upon in 1948 now look too low; 
claims have been considerably heavier than was anticipated, as the trade 
unions have seen to it that employees pursue their rights at common law to 
the utmost. 

The second difficulty was that inherent in the Government’s policy of 
nationalization of basic public utilities and industries. When the coal industry 
was nationalized in 1946, the National Coal Board decided to carry its own 
insurance risks. The question whether other public corporations would follow 
this precedent became a burning one. The railways had always maintained 
internal insurance funds, so that when they were taken over there was still 
no indication of the likely future policy regarding insurance. When electricity 
was nationalized, therefore, the British Insurance Association, acting on 
behalf of Lloyd’s underwriters as well as the insurance companies, immediately 
entered into negotiation with the British Electricity Authority. As a result, 
the major insurances of the electricity industry have been left with the market 
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—though at very fine rates. In announcing its decision the B.E.A. stated 
that it had decided not to establish internal insurance funds (which might 
have been done, as the size and diversity of the insurable risks was sufficient 
to permit the proper operation of the law of averages), partly because the 
Authority appreciated that the loss of such a substantial block of home business 
might unfavourably affect the prestige and competitive power of British 
insurance abroad. The insurances of the gas and road transport industries 
have now been duly renewed with the insurance market, as have those of the 
Iron and Steel Corporation. 

No review of fire and accident insurance would be complete without 
reference to the important volume of business transacted by Lloyd’s under- 
writers. In 1950 Lloyd’s non-marine premium income was {86.1 millions. No 
statistics of Lloyd’s business were available until 1949, when the statutory 
returns by Lloyd's underwriters, made under the provisions of the Assurance 
Companies Act, 1946, were published for the first time. Although Lloyd’s 
method of accounting is on a different basis from that adopted by the insurance 
companies—it is impossible to assess their underwriting profits from any 
class of business until three years have elapsed—the position of the 1948 
underwriting account at the end of 1950 (i.e. the third and last year during 
which it was kept open) indicates that the results will not be inferior to those 
of the insurance companies for 1948. In view of the competitive rates of 
premium for which Lloyd’s have always been known this is a very good perfor- 
mance and a tribute to skilful underwriting. 

To sum up, the year 1950 was a good average one for British insurers. 
Thanks to the further substantial increase in sterling premium income, unde1- 
writing profits, although lower when expressed as a percentage of the year’s 
premium income, were only slightly less absolutely than in the exceptionally 
favourable preceding year. Whilst fire losses in the United Kingdom and the 
United States are running at a higher level this year than last, there have so 
far been no major catastrophes (apart from the Kansas City flooding, the 
full effects of which cannot yet be assessed). It must be remembered, however, 
that the American hurricane season is yet tocome. In the accident department, 
unfortunately, the higher rates for motor insurance will be only partially 
reflected in this year’s premium income, and it is not yet certain that this 
business will be profitable. 

Over the whole outlook, of course, looms the question of whether—and at 
what rate—prices will continue to rise. Inflation is at first adverse to insurers, 
for claims have to be settled at current prices out of premiums based on 
insurances effected at a lower price level. Subsequently premiums rise, but 
they do so very unevenly. Insurances of stocks and materials in transit 
rapidly reflect rising prices, but increases in the insurable values of buildings 
and plant tend only to be adjusted upwards after a considerable and 
stubborn time lag. When, however, prices level out, the premium income 
then secured from the insurance of a given physical risk settles down at the 
higher price level, and underwriting profits tend to increase relative to the 
fixed capital of the insurance companies (though not necessarily to the total 
capital in the business after taking free reserves into account). It is to such a 
levelling out of prices after any Korean truce that insurers will be looking— 
with hope if not with expectation—in the months ahead. 
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Banks’ Evidence to Tax Enquiry 


The British Bankers’ Association last month released its principal 
memorandum of evidence to the Royal Commission on the Taxation of 


Profits and Income. 
This memorandum is reproduced verbatim below, except for the omission 


of a portion of the Annexe. 


One aspect of taxation which especially concerns the banks is its effect 
on ‘hie liquid position of the trading community. In business circles, it is widely 
believed that in recent years the weight of taxation has in fact seriously depleted 
the liquid reserves of most trading concerns. The Commission will doubtless 
wish us to show how far that view is substantiated by the evidence at our disposal. 

2. By way of background, it may be recalled that in 1945 the economy 
emerged from the war period in a highly liquid condition. Taken together, 
clearing bank deposits and the currency and note circulation in the hands of the 
public were very much higher than in 1938, not only in absolute terms but also 
in relation to the current level of national income. (See Table I of Statistical 
Annexe.) In addition, and in spite of 100 per cent. E.P.T., industry as a whole 
had accumulated substantial reserves of gilt-edged securities, largely as a result 
of the wartime stoppage of all but the most essential private capital expenditure 
and of the transfer into Government hands of commodity stocks formerly privately 
held. Further large additions to the volume of bank deposits were made during 
the ‘cheap money drive ”’ of 1946 and in the following year. From the spring 
of 1948, however, the volume of bank credit remained very stable until the large 
influx of overseas funds in the autumn of 1950, when the upward trend appears 
to have been resumed. Meanwhile, both prices and the volume of output have 
been rising, so that the national income has continued to show a marked expansion. 
This is, of course, only another way of saying that (as shown by Table I) a steadily 
growing volume of transactions has had to be financed by a roughly stable money 
stock, a process which involves a reduction in liquidity, as reflected in rising 
yields on gilt-edged securities and increased industrial and other borrowing from 
the ~~ 

For some years past the clearing banks have at six-monthly intervals 
eitileiad returns of net personal accounts (that is, of credit balances owned by 
persons less personal borrowings from the banks). These returns (summarized 
in Table II of the Annexe) clearly demonstrate that a marked shift in the ownership 
of net bank deposits in favour of persons has been in progress for some years 
past. The proportion of personal balances was already rising during the war 
years and between June, 1946, and June, 1950, further increased from 33.8 per 
cent. to 38.9 per cent., a similar trend being shown by the December returns. 
This means that since 1946 the net balances of depositors other than persons 
have in fact declined. Between December, 1946, and December, 1950, clearing 
bank deposits net of advances rose on balance by no more than {19 millions, 
but since net personal deposits expanded by £174 millions it follows that “ other 
deposits ” actually fell by £155 millions. Between 1946 and 1950, in other words, 
non-personal depositors with the clearing banks experienced in the aggregate an 
actual diminution in the net balances at their disposal, although the “ production 
account of the United Kingdom ’’* shows an increase between those years ot 
over 40 per cent. in the turnover to be financed. 





* Cmd. 8203, Table 33, Item ro. 
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STATISTICAL ENQUIRY 

4. To throw more direct light on the changes in the liquid position of business 
during the post-war period, a special enquiry was undertaken in which a number 
of banks participated. Consolidated figures of unnamed private companies were 
supplied for this purpose, as it was felt that—apart from unincorporated businesses 
in which the partners are subject to surtax—it is the small and medium-sized 
private companies with a capital up to, say, £100,000 which are likely to be most 
adversely affected by taxation. Altogether, a sample of more than 1,500 com- 
anies was analysed, including 200 analysed by the Scottish banks. It will be 
realised that this is not strictly a random sample in the statistical sense; a large 
proportion of the companies whose balance sheets are in the possession of the 
banks will in the nature of the case have been recent borrowers and it was not 
possible, with the limited resources available for the enquiry, to ensure that the 
sample would give a representative weighting to different geographical regions 
and types of trading. The material obtained is presented in Table III of the Annexe. 

5. No similar statistics have been taken out in respect of unincorporated 
businesses in which the owners or partners are subject to surtax, but it is the 
experience of the banks that the pressure of taxation on these unincorporated 
businesses is even greater than in the case of incorporated businesses, so that the 
conclusions summed up in paragraph g below are applicable in even greater degree 
to businesses carried on by individuals or partnerships. 

6. The main results of the enquiry are summarized in the following tables:— 


Col. (i) Col. (ii) Col. (iii) 
1949 or Col. (ii) as 
(1,514 Companies) ) 1950 % of Col. (i) 
4£, OOOS. 
. Cash ea = aa zs nts ne - 58 8,974 go.1 
. Marketable securities oa ac ‘a os is 8,706 5,137 59.0 
. Aggregate cash or equivalent resources (1 plus 2) * 18,662 14,112 75.6 
. Bank overdraft .. we a ie en i 13,998 30,589 218.5 
. Net cash and securities (3 minus 4) a P - 4,065 —106,478 — 
. Debtors and bills receivable ve me ae it 39,160 65,486 167.3 
. Creditors and bills payable iiss or a ar 49,662 69,415 139.8 
. Net trade debt position (6 minus 7) i a .. — 10,502 — 3,929 _— 
. Stock + oy hat Ne ee Pe ~ 44,893 90,586 201.7 
. Net current assets ** ne a aa cs ie 39,0506 70,179 179.6 
. Sales or turnover f = a's ei isa os 278885 453,334 164.3 
. Capital a oa ar ics 9 vs aa 47,957 56,198 1297.2 
. Reserves... sd - i ns ich ie 33,636 58,859 175.0 
. Capital and reserves (12 plus 13) ‘ia oa eg 81,591 115,056 141.1 
1946 1949 or 1950 
° 


o/ 
Oo 


I, Bank overdraft as °/, of stock ar Pe Pe ed m 3. 
II. is . turnover f ios oc Me aia 4. 
‘a capital and reserves ar ee oi 17. 
- a net current assets (Item 10) ae ea 35. 
. Net cash and securities (Item 5) as % of stock 

turnovert : 
4 rs as me capital and reserves 

. Net current assets (Item 10) as % of turnover ¢ a 

capital and reserves 


Nee ON 


. Turnover as % of stock t .. ua 
= ,, Capital and reserves f 
** Sum of items 5, 8 and 9. 
+ 1,472 companies only; in calculating the percentages appropriate allowance has been 
made where necessary in other items. 


It will be seen that in the later balance sheet year, ending in 1949 or 1950, 
the collective overdraft of these companies was equivalent to more than double 
the combined holdings of cash and marketable securities, giving a collective 
deficiency of liquid assets equivalent to 14.3 per cent. of the combined capital 
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and reserves (Item VII above). In 1946, holdings of cash and securities exceeded 
the combined overdraft by a sum equivalent to 5.7 per cent. of the capital and 
reserves. The increased borrowing from the banks is obviously closely related 
to the increase in the value of the stocks carried, which more than doubled over 
the period. Given the rise in wholesale prices, the fact that in 1946 stocks were 
abnormally low, and the marked expansion in production since that year, these 
figures do not suggest excessive investment in stocks.* On the contrary, they 
point rather to the rebuilding of stocks to a normal working level, yet this has 
not been accomplished without considerable strain on the liquid position. 
The figures can be rearranged as follows:— 
1949 or 1949 or 
LIABILITIES 1946 1950 ASSETS 1946 1950 


£’ooos. £’000s f'o00s. £’000s. 


Capital as oi -» 47,957 56,198 Cash ‘ *% 9,955 8,974 
Reserves ; es -. 33,636 58,850 Marketable securitie s : 8,706 = 5,137 
Bank overdr: aft as - 13,998 30,580 Debtors and bills receiv able 39,160 65,486 
Creditors and bills payal ble. . 49,662 415 Stock ang az -- 44,803 90,586 


Total of above assets wa 7 170,183 
Other assets (net) .. ud 2,5 44,878 


Total of above liabilities .. 145, 253 5. 5,253 215,061 


This composite statement shows that over the period the companies included 
in the sample had to finance an increase of £45,693,000 in stocks and a net decrease 
of £6,573,000 in trade credit received, making a total of £52,266, 000. This was 
covered to the extent of only £8,241,000 by an increase in capital. In recent 
years, however, gross profit margins have been abnormally wide as a result of 
inflation (a large part of the nominal profits being in fact spurious and merely 
a reflection of the rising replacement costs of fixed and circulating capital). 
Although both genuine and spurious profits have borne heavy taxation, the 
companies in the sample were nevertheless able to add £25,223,000 to their 
reserves, so that altogether {33,464,000 (64 per cent. of the amount needed or 
73 per cent. of the increase in stocks) was made available by the growth in the 
companies’ own capital resources. A further £4,553,000 was derived from the 
running down of cash and securities. In all, therefore, sums found from the 
companies’ own resources amounted to £38,017,000 (equivalent to 73 per cent. 
of the total needed, or 83 per cent. of the growth in stocks). Borrowing from 
the banks of £16,591,000 (making a total deterioration of {21,144,000 in the 
liquid position) provided the balance of the amount needed for the purposes 
mentioned, with a margin of {2,342,000 in hand to finance an increase in 
other assets. 

8. It will be appreciated that the formula used for this analysis covered only 
the liquid and current assets and similarly excluded certain items on the liabilities 
side of the balance sheet. Even so, the analysis shows that the additions to the 
companies’ own resources, coupled with the finance obtained by running down 
liquid assets and borrowing from the banks, were sufficient to finance an increase 
of no more than about 5} per cent. in the money value of “ other assets, net.” 
It follows that if these companies were in fact able to add more to their fixed assets 
than is shown by these figures (as might well be necessary in order merely to 
preserve their fixed capital intact), this can have been done only by incurring addi- 
tional liabilities not shown in the table (e.g. by issuing loan capital) or by 
investing in the business sums required as specific provisions (e.g. in respect of 


* Wholesale prices... i 1946 172.7 I949 226.8 1950 258.7 
Production as -- 2946 100 1949 129 1950 140 
(Source: Statistical Digest) 
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tax liabilities). The experience of the banks does in fact show that sums held 
for payment of taxes are commonly used as working capital until paid over, 
when they have to be replaced by borrowing, probably from the banks. 

g. To sum up, the enquiry amply confirms the general impression that in 
post-war years the increase in capital resources has not kept pace with the rise 
in the financial requirements of business undertakings. Up to the present the 
financial position of companies as a whole may not show such acute stringency 
as is sometimes supposed to prevail, but the danger of serious difficulties is clearly 
suggested if the inflation of recent years should continue or, alternatively, in the 
event of any considerable trade recession. In either of these contingencies, it 
seems probable that large sections of industry would be able to maintain their 
activities only by looking to the banks for support on a scale which, in many 
instances, might not be justified in relation to the trader’s own capital resources. 


DEPRECIATION ALLOWANCES AND STOCK REPLACEMENT 


10. In seeking to explain the development of financial stringency, it is 
impossible to isolate the influence of taxation from that of other factors. We 
feel no doubt, however, that the existing systems of basing depreciation allowances 
for fixed capital on original cost, and of levying taxation on “ profits ’’ which 
reflect merely an inflationary rise in the price of stock that has to be replaced 
at the inflated price, are elements of overwhelming importance. We take it as 
self-evident that both profits tax and income tax as applied to companies are 
intended to be taxes on income and not on capital. To the economist, if not 
to all accountants, it appears equally self-evident that the true profits for any 
period cannot exceed the receipts accruing from the year’s trading after providing 
for the replacement of the physical capital used in earning the profits for the 
period, i.e. after allowing for the wearing out of fixed assets and replacing circu- 
lating capital embodied in the output for the period, both of which, in a con- 
tinuing business, have to be maintained. 

11. There is no need to elaborate the problem involved, since the report of 
the Tucker Committee presents an exposition of the issues at stake which is 
admirable in every respect save, in our submission, the conclusions reached. Thus, 
in paragraph 193 of their report, the Committee expressly state that in their view 
the general principle cannot be impugned that “‘ the Income Tax system should 
give relief in respect of the wastage of all assets that are used up or consumed 
in the course of carrying on a business.” In the succeeding paragraph it is made 
clear that the wastage the Committee have in mind is a physical one ‘ caused 
by the natural process of decay or exhaustion through use.’’ Similarly, in 
paragraph 206, the Committee state their conviction that “a tax which refuses 
to give an allowance for the depreciation of all business premises is not limiting 
itself to a tax on income, but is encroaching on capital.’’ In the section of their 
report dealing with ‘‘ Depreciation and Wasting Assets,’ in other words, the 
Committee accept as a guiding principle the proposition that traders are entitled 
to maintain their physical capital intact before any profits can arise which may 
legitimately be taxed as income. But that principle is clearly applicable to the 
conduct of business as a whole and cannot be confined to the treatment of 
particular classes of assets. This being so, we submit that in the section of their 
report headed ‘‘ Inflation’ (Chapter III) the Committee are begging the question 
in identifying “‘ true profits’ (paragraph 132 (a) ) with “ profits as computed on 
ordinary accountancy principles,”’ since ordinary accountancy principles (which 
take for granted the stability of money) are based upon the underlying concept of 
maintaining intact not physical capital but money capital. It would follow also 
that the Committee misrepresent the issue in stating, in the same section, that 
the suggested remedies amount in essence “ to a proposal that a business should 
be relieved altogether from tax on some part of its true profits.’’ 











THE BANKER 





We are unable to regard as conclusive the reasons which the Committee 
adduce for refraining from recommending any form of relief. In large measure, 
this attitude is based on the argument that any alleviation would involve 
preferential treatment of particular classes of taxpayers: for example, of trading 
concerns as compared with holders of gilt-edged securities. We would submit 
that the position of a trader is fundamentally different from that of a person 
who has chosen to invest his capital in claims to money, thereby accepting the 
risk of a depreciation in the value of money. Even if that were not the case, 
we cannot agree that the existence of other hardships or injustices is in itself an 
argument for refusing to remedy any particular hardship or injustice. We are 
therefore unimpressed by the argument that any of the proposed remedies would 
necessarily be discriminatory even as between different traders or classes of 
traders: for example, by favouring those who have failed to replace their equip- 
ment compared with those who have already done so. In practice, the replace- 
ment of equipment is, by and large, a continuous process and injustices inflicted 
in the past cannot in any case, as the Committee point out, now be remedied 
retrospectively. As to the future, any appropriate remedy would necessarily 
benefit most those who suffer most under the present system; and even rough 
justice is surely better than none. 

13. We regret that, for reasons which seem scarcely adequate, the Tucker 
Committee were not prepared to recommend any of the various methods which 
have been put forward to give some recognition to the principle of replacement 
cost as the basis for Inland Revenue depreciation allowances of cognate purposes. 
There can be no question that remedies which are practicable in administration 
can be found since, as the Committee point out, action has been taken to deal 
with the problem in France and Belgium. Beyond a certain point, indeed, it 
becomes impossible to cling to ordinary accountancy principles in the face of 
inflation, Had the inflation experienced in this country been even a little more 
rapid than has been the case hitherto, there seems no doubt that the problem 
would already have been faced and dealt with. Yet although the rise in prices 
since 1939 has been less than in some other countries which have taken action, 
it must be remembered, on the other hand, that company profits are taxed more 
severely in this country than in most if not all others. 

14. Of greater practical importance than the considerations of abstract equity 
which figure so prominently in the Tucker Committee’s discussion of the question, 
we would suggest, is the damage likely to be inflicted on the national economy 
by taxation of capital over a prolonged period.* Official publications give some 
indication of the magnitude of the sums involved. The Economic Survey for 1951 
estimates (p. 44) that no less than £700 millions will be required by companies and 
public authorities this year to finance stock appreciation; yet the total of undistri- 
buted profits (as amended in the light of the Budget) is placed at only £690 millions. 
In the five years 1946 to 1950 inclusive, according to the National Income White 
Paper (Cmd. 8203, Table 29, Item 10) sums totalling £652 millions were required 
for that purpose by companies and public corporations. Similar figures are not 
available to indicate how far depreciation allowances based on original cost fall 
short of the sums required to finance the replacement of fixed assets at current 
prices, but some indication may be given by the figures of initial allowances. 
The effect of the enhanced initial allowances on new capital is to mitigate the 
over-statement of profits due to the inadequacy of allowances in respect of existing 
capital installed when prices were lower. It seems reasonable to suppose that 
total depreciation allowances, even after the inclusion of initial allowances, are 
not larger than the Inland Revenue considers justified on the facts. Initial 
allowances in 1950 totalled £260 millions (Cmd. 8203, Table 2, Item 10). That 





* See e.g. The Economist, May 5, 1951, pp. 1055-6. 
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figure may provide some measuring-rod for the amount of capital subjected 
annually to taxation as “ profits’’ in earlier years, and of the burden that will 
be reimposed by the withdrawal of the initial allowances as proposed in the 
Budget. The Commission naturally needs no reminding that the Tucker Com- 
mittee recommended an increase in initial allowances as a substitute for any of 
the proposed methods of giving recognition to the principle of replacement costs. 


OTHER ASPECTS OF COMPANY TAXATION 

15. In the previous section it was shown that in periods of rising prices 
company profits as computed on ordinary accountancy principles greatly exceed 
the true profits remaining after the maintenance of physical capital. It is the 
general experience, however, that profits as computed for tax assessment invariably 
exceed those computed on accepted accountancy principles. This arises mainly 
from the ordinary commercial practice of charging to current earnings provisions 
which are deemed necessary and prudent for depreciation and diminution in value 
of assets, provisions in respect of future expenses which should be charged against 
current revenue, and other provisions of a similar kind. The amounts provided 
from profits for amortization, for example, are not allowed as a deduction for 
income tax purposes although bankers insist on such provisions being made 
from a company’s taxed profits. Shops, offices and premises in which a wholesale 
business is carried on have not hitherto been regarded as “‘ industrial buildings ”’ 
for the purpose of the Income Tax Act, 1945. It is hoped that the Royal Com- 
mission will endorse the recommendations of the Tucker Committee that a depre- 
ciation allowance should be given for all commercial buildings and a writing-off 
allowance be given in respect of leaseholds and certain other wasting assets. 

16. The most serious effect of the over-statement of company profits in 
assessing liability to taxation is the restriction which it imposes on the ability of 
companies to accumulate sufficient resources for modernization and expansion, or 
adequate financial reserves. The subject of adequate reserves is one that is of 
special importance to banks. Financial institutions occupy no privileged position 
in this respect ; in their case, as in that of other companies, all transfers to reserves, 
published or unpublished, can be made only from taxed profits. The public 
interest would obviously suffer if the weight of taxation should make it difficult 
to maintain reserves of sufficient strength. This aspect of the matter should not 
be overlooked in any concessions which the Commission may recommend with the 
object of alleviating the pressure on company reserves generally. Such con- 
cessions, in other words, should not be related exclusively to the maintenance of 
physical capital. 

17. The provisions of the Income Tax Acts regarding the admissibility of 
charges against revenue are mainly of a negative character, the general implication 
being that no sum may be deducted from earnings except such “ disbursement 
or expenses . . . being money wholly and exclusively laid out or expended for 
the purposes of the trade, profession . . . or vocation.’”’ The strict interpretation 
of this kind of restrictive legislation leads to the inadmissibility of certain expenses 
as deductions for taxation purposes which would be considered as proper charges 
to revenue in current accountancy practice, being incurred in or in connection 
with the conduct of the business. The taxation principles on which deductions 
lor expenses may be allowed should be more clearly defined and widened in scope 
in a codification of the Income Tax Acts on a positive basis. 

18. The present arrangements for the taxation of income arising abroad are 
considered unsatisfactory by various members of the British Bankers’ Association 
operating in overseas countries. It is recognised that the recent extension of 
Double Taxation relief has done something to adjust the incidence of taxation 
between companies operating in this country and those trading abroad. Never- 
theless, the network of Double Taxation agreements is not complete and the 
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position cannot in any case be satisfactory so long as taxation in this country 
is so much higher than in nearly all others. The Australian banks resident in 
the United Kingdom, for example, emphasize that in effect they bear the higher 
United Kingdom rate of tax on their profits earned in Australia, whereas the banks 
not so resident bear the lower Australian rate. They desire to draw attention to 
the serious effect, particularly in relation to retained profits, which the existing 
taxation disadvantage has on their ability to develop their businesses in Australia 
in competition with banks not so resident. 

19. One matter of particular concern to banks operating in some overseas 
countries is the present system of taxing as current profits income earned abroad 
which for various reasons, such as the currency regulations of the overseas 
country, it may be impossible to convert into sterling and remit to this country, 
This is not only deemed inequitable but must in the nature of the case act as a 
deterrent to enterprise overseas. It is hoped to submit detailed evidence on this 
and related questions under Section B of the Heads of Evidence and in this 
connection we would refer to the representations already placed before the Tucker 
Committee by the Bank of London and South America Limited and by Lloyds 
and National Provincial Foreign Bank Limited. Meanwhile, we would emphasize 
the view that income should not be taxable until it becomes either realized or 
realizable sterling income and should be assessed for tax only on the basis of the 
rate of exchange ruling at the date when it first becomes remissible or is actually 
remitted, whichever may be more favourable to the Revenue. Alternatively, the 
Commissioners should accept an assignment of the appropriate proportion of the 
blocked funds in satisfaction of tax liability. 


GENERAL 
20. The foregoing sections of this memorandum have dealt exclusively with 


the taxation of companies and thus relate to Question A.3 of the Commission’s 
questionnaire. It is not proposed to submit formal evidence on the wider issues 
raised in Question A.1, though we hope to be able to testify on some of the 
‘particular matters’ (Section B of the questionnaire) which relate to these 
wider issues. Meanwhile, we should like to place before the Commission some 
brief observations on the issues raised in Question I as representative of banking 
opinion on these matters. 


Incentives . 

21. Beyond a certain point there is a direct conflict between the need to 
provide incentive and the attempt to redistribute income by means of progressive 
taxation. Banking opinion is in no doubt that with the present steep graduation 
of rates of direct taxation that point has been reached and passed. It is con- 
sidered, in other words, that a reduction in direct taxation is urgently required 
in the interests of incentive. If that cannot be made possible by economies in 
public expenditure, it points to the desirability of shifting over to some con- 
siderable extent from reliance on direct taxation to indirect taxation (e.g. through 
the withdrawal of the subsidies which at present over-burden the budgets both 
of the central government and of local authorities, and which may be regarded 
as negative indirect taxes). It is held that the present adverse effects of taxation 
on incentive might to some extent be mitigated by a smoother graduation of the 
tax curve and by a simplification of the PAYE system. We hope to submit 
evidence on these points in answer to Questions B.g and B.13. 


Risk-bearing 

22. We view with disquiet the factors in the present situation tending to 
reduce the supply of risk capital and, on the other hand, the encouragement 
afforded to companies by the incidence of profits tax to finance themselves by 
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means of loan capital rather than equity or preference capital. It is considered 
that the weight and incidence of taxation place insuperable obstacles in the way 
of the accumulation of capital for the financing of new enterprises and expansion. 
It is difficult to exaggerate the debt owed by British industry and national 
prosperity to the enterprise, initiative and vigour of individuals who from small 
beginnings have built up great commercial and industrial concerns—men of the 
type of Jesse Boot, Thomas Lipton and William Morris. These geniuses have 
been thrown up from the turmoil of competition and have built up vast businesses 
because they knew how to provide the public with something cheaper and better 
than they had before. Such enterprises have carried British products and trade 
allover the world. But all their ability and enterprise would have been unavailing 
if they had been unable to accumulate the necessary capital in growing volume 
out of their retained taxed profits. If such leaders cannot emerge British industry 
will become stereotyped and stagnant, and the prizes of industrial efficiency will 
pass to other nations whose taxation policy is less suicidal. The treatment of 
small businesses is in striking contrast with their importance in the national 
industrial structure: the reliefs in respect of liability to profits tax have been 
virtually unaltered since the introduction of the National Defence Contribution in 
1937. A review of these arrangements and concessions in the changed conditions 
of the present time is overdue. 


Saving 

23. Evidence has been submitted earlier in support of the view that present 
taxation, even in a period of abnormally high profits, leaves companies with 
insufficient reserves for their financial requirements. In this connection, we may 
perhaps be allowed to refer the Commission to the view expressed in the Colwyn 
Committee Report (paragraph 416) that when taxation falls on company reserves 
“it entrenches upon a form of saving which is of special value to the community.” 
Official documents testify to the relative decline in personal saving. Thus the 
latest National Income White Paper (Cmd. 8203) estimates net personal saving 
(ie. gross personal saving less taxes on capital) at {£144 millions both in 1938 
and 1950; but in the former year this represented saving out of personal incomes 
totalling less than {5,000 millions and in the latter year out of incomes exceeding 
{11,000 millions. It is considered that in the long run its oppressive effect on 
private saving will rank among the most serious consequences of the present 
level of taxation. Evidence provided by one bank shows that the sum invested 
by their employees in savings securities has in the past two years fallen to less 
than one-eighth of the figures reached in the year 1941-44. So far as the clearing 
banks are concerned, the 1947 appeal to “ Save the Bank Way” has met with 
negligible response. 


The Balance of Payments 

24. We view with great concern the recent decisions of many important 
companies operating abroad (especially mining companies) to uproot themselves 
in order to obtain the benefit of more favourable taxation overseas. The incidence 
of profits tax is considered a major factor affecting the inflow and outflow of 
capital. Should the exodus continue it will jeopardize the future of London as 
the centre of world mining finance; United Kingdom shareholders will have only 
a proxy vote; directors resident here may well be replaced by others with far 
less experience and even the executive control may easily pass into other hands. 
Our valuable invisible earnings for banking, insurance, shipping, etc., services 
will inevitably suffer. This we can ill afford. It is doubted, on the other hand, 
whether such measures as the penal provisions of Section 33 of this year’s Finance 
Act are calculated to improve the balance of payments, since they are likely to 
deter some traders from taking advantage of favourable trading opportunities 
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overseas that would redound to the benefit of this country and to act as a grave 
discouragement to any movements of capital into this country that might other- 
wise be contemplated. A preferable alternative, in our view, might have been 
to limit liability to U.K. taxation to the aggregate of the profits originating in 
this country and profits brought home for distribution by way of dividends or 
otherwise. 

25. In the post-war period there had, of course, been considerable emigration 
of persons as well as companies. A decision to take up residence abroad is usually 
prompted by a variety of motives and, while the weight of taxation in this country 
often figures among them, it is difficult to say what influence should be assigned 
to this factor. Escape from the burden of United Kingdom surtax, in particular, 
is obviously a matter of no small importance to those in the higher tax brackets, 
Nevertheless, banking opinion inclines on the whole to the view that in the 
majority of cases taxation has not been the deciding consideration, though some 
banks report very large numbers of enquiries regarding the incidence of taxation 
in the Dominions and other parts of the sterling area. 

26. It is considered that the balance of payments is adversely affected by the 
doctrine of ‘‘ residence ’’ for tax purposes as applied to visitors from overseas, 
many of whom (especially former residents of this country) are thereby induced 
to curtail their visits to this country. The status of “ visitor ’’ should be defined 
with precision and an alternative basis be provided to simplify the calculation of 
liability to United Kingdom tax of visitors who become technically “‘ resident.” 
It is hoped to submit detailed suggestions under this head in answer to Question 
4 (c) of Section B of the Heads of Evidence. 


Linking Income Tax with Social Security 

27. On the whole, banking opinion is impressed by the argument (associated 
with the name of Lady Rhys-Williams) that a considerable saving of adminis- 
trative work—mostly by Government departments but also by employers— 
might be achieved by linking income tax allowances with social security pay- 
ments. For this reason it is felt that such proposals should be sympathetically 
considered, though any loss of identity of the present social security payments 
and of the insurance basis to which they relate would be a matter for regret. 


BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 


ey ee MD ae S|: Sn eee Rials 300,000,000 
RESERVE (Banking Department)... ... ... ... Rials 1,210,000,000 
RESERVE (Issue Department) ... ... ... ... Rials 1,000,000,000 


Governor and Chairman of Executive Board: H.E. IBRAHIM ZEND 


HEAD OFFICE: TEHRAN, IRAN (Persia) 
Over 190 Branches and Agencies throughout Iran 
New York Representative: London Representative: 
One Wall St., New York 123 Old Broad St., London, E.C.2 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 

Transactions, provides special facilities for Documentary Credits, etc., and with its numerous 

Branches in Iran deals with every description of banking business. Especial services for all kinds 
of information regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 
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STATISTICAL ANNEXE TO BANKS’ EVIDENCE 
TABLE I 
3 5 6 7 
Deposits, 

Deposits, Deposits, “ Production Notes and Coin 
Clearing Currency Notes and Gross Notes and Coin Account (Col. 3) as °% of 

Bank and Note Coin National (Col. 3) as °%, of of the ** Prodn. A/c 

Deposits Circula- Col. 1 + Income _ Gross National United of the U.K.” 

(1) tion (1 Col 2) (2) Income (Col. 4) WKingdom’’ (: (Col. 6 
£0008 £’0008 £’000S £’0008 ) £’000s 9 
1938 2,277 440 
1945 4,092 ,203 
1946 5,097 341 
1947 5,050 ,301 
1948 5,913 »239 
1049 5,974 ,248 
1950 6,014 255 
(t) Annual averages. (2) 1945 Cmd. 7371; other figures Cmd. 8203. (3) Cmd. 8203, Table 33 
Sources: Statistical Digest and National Income White Papers. 


0 

97 2:3 5,253 51.8 6,638 41,0 

,955 8,905 n.a. —_ 
9,021 ; 11,755 54.8 
9,001 ° 13,196 53.1 
10,652 ; 14,669 48.3 
11,453 63.0 15,604 46.2 
11,970 6o, 10,501 43.9 
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TABLE II 
CLEARING BANK DEPOSITS 
PROPORTION OF NET PERSONAL ACCOUNTS * 
June Returns December Returns 


1942 7 ar ee ag ics oa 28.6 28. 


1944 os ee oe oe oe oe .O 30. 
19406 ee ee se os ee on 8 32.7 
1948 is de oe oe ee oe 37.1 30.4 
1950 , ° oe . 5.9 30. 


3 
*i0. Pe weneal conta baheenes less aneeel borrowings as a percentage of 
total deposits less advances. 


International Banking Review* 


Argentina 

HE Budget results for 1950 show that ordinary expenditure amounted to 
Ts million pesos, compared with 4,477 millions in 1949; revenue amounted 

to 5,202 million pesos, compared with 4,582 millions in the previous year. 
There was thus a current surplus of 100 million pesos, compared with one of 105 
million pesos in 1949. But expenditures met or due to be met by the issue of 
bonds came to 2,740 million pesos in 1950, or nearly double their level in 1949; 
the overall deficit, therefore, rose from 1,356 million to 2,640 million pesos. The 
Minister of the Treasury, Dr. Cereijo, attributed the achievement of a current 
surplus to the Government’s policy of “‘ harmonizing the growing needs of the 
various departments with a restriction of public expenditure to a minimum ” 

The Superintendence of Insurance has issued a regulation establishing basic 
rates for marine insurance of imports; the purpose of this regulation is said to be 
to stop competition of a kind likely to be contrary to the principles of sound 
insurance. 


Australia 


The half-yearly survey of bank balances prepared by the Commonwealth Bank 
shows that loans made to the public by the eight main trading banks and the 
Commonwealth Bank increased by £A 109 millions to £A 588 millions in 1950. 
About two-thirds of the year’s increase was due to increased lending to personal 


* Other current international banking news is discussed in ‘‘A Banker’s Diary "’, on pages 65-70. 
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and commercial borrowers. At the end of the year, loans to those engaged in 
rural pursuits amounted to £A 123 millions, The next largest category was personal 
loans at {A 118 millions; after that came loans to commercial borrowers at 
fA 105 millions. 

The Federal Government has decided to discontinue the 7} per cent. levy on 
wool sales introduced in August, 1950. The £A 45 millions derived from the levy 
will be utilized, with other funds, to provide initial capital for the proposed 
U.K.-Dominion minimum reserve price mechanism for wool. 


. Austria 


A statement issued by the nine-nation “‘ Committee of Control for the Recon- 
struction of Austria ’’’ states that Austria has offered to open negotiations shortly 
on the service of the Austrian Government’s pre-war external debts, but has called 
attention to its economic difficulties. The Committee had expressed regret that 
the Austrian Government had not yet resumed the service on its loans and expressed 
the view that it should make some payment at the earliest possible moment. 

The Organization for European Economic Co-operation has approved the 
grant to Austria of $15 millions worth of temporary special credits out of the 
funds of the European Payments Union. 


Belgium 
The National Bank of Belgium has reduced its discount rate from 3} to 3} 
per cent. This is the first relaxation of the anti-inflationary credit restrictions 
imposed by the Belgian authorities in the closing months of 1950. The adjustment 
was made because of indications that business activity was tending to decline to 
unduly low levels. 





The London Discount Market Association 


Members: 


Alexanders Discount Co., Ltd. King & Shaxson, Ltd. 
Allen, Harvey & Ross, Ltd. National Discount Co., Ltd. 
Cater, Brightwen & Co., Ltd. Ryders Discount Co., Ltd. 


Clive Discount Co., Ltd. Seccombe, rye i Ha 


Gillett Brothers Discount Co., Smith, St. Aubyn & Co., Ltd 
’ . 9 . 


Ltd. 
Union Discount Co. 
Jessel, Toynbee & Co., Ltd. of London, Ltd. 
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Brazil 

The Bank of Brazil has issued instructions that coffee exports to any country 
except Canada and the United States may now be made against payment in dollars, 
sterling, French francs, Belgian francs and Swiss francs, Swedish and Danish 
crowns. Payment for exports of coffee to the U.S. and Canada must still be made 
in U.S. or Canadian dollars. 

Although the law increasing the remittance tax from 5 to 8 per cent. has now 
been passed, there is still some doubt whether it is valid. The Brazilian constitu- 
tion states that no tax shall be collected in any fiscal year without prior budgetary 
authorization—and such authorization has not been obtained. 

The Government is seeking Parliamentary approval for a two-year extension 
of the present general licensing system for foreign trade. It had originally hoped 
to present new regulations, but it is now clear that these could not be drafted 
before September, when present legislation expires. 


Chile 

The 1948 payments agreement between Britain and Chile has been renewed for 
a further period of three years starting on June 24, 1951. The terms of the agree- 
ment are substantially unchanged. 

In view of the success of the exchange reform of November, 1950, the Santiago 
Stock Exchange considers that circumstances are now favourable for foreign 
investment in Chilean industries. Efforts are therefore being made to secure 
quotations for some of the principal Chilean shares on markets in New York, 
London, Paris, Geneva and Amsterdam. 


Egypt 
The Supreme Committee of the National Bank of Egypt has fixed the minimum 
ratio of cash to deposits for Egyptian commercial banks at 15 per cent. It has 
been stated that this ratio may be changed from time to time in the light of market 
conditions. The Supreme Committee, which was set up under the recent banking 
legislation, is composed of three bank officials and three Government represen- 
tatives under the chairmanship of the Minister of Finance. 


Germany 

The termination of the state of war between Germany and the Western Allied 
Powers has not had any immediate effect on trade relations between Western 
Germany and these countries. A new basis of economic relations is, however, 
being worked out within the framework of the contractual agreements that are 
to take the place of the Occupation Statute. Pending the negotiation of the 39 
new agreements envisaged, the Allied High Commission has approved the estab- 
lishment of foreign branches by German firms and has given permission for them 
to acquire holdings of foreign exchange. 


Greece 
__The O.E.E.C. authorities have approved the Greek request for additional 
E.P.U. credits. A special temporary loan of $45 millions is being made available 
from E.P.U. funds; this credit has to be repaid by October 21 next. 


Indonesia 


The President of Indonesia has announced that owing to lack of funds and of 
the necessary expert personnel, the Government will not proceed with nationaliza- 
tion schemes previously laid down. 

Indonesia had a surplus of 750 million rupiah on visible trade account in 1950, 
but deficits of 258 million rupiah and 152 million rupiah respectively on account of 
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service payments and capital transactions. In addition, 96 million rupiah were 
received in grants from E.C.A. and there were unidentified receipts of 106 million 
rupiah. 

Iran 

A number of minor adjustments have been made in rates of exchange governing 
Persia’s trade with the ste rling area. The export rate has been lowered from 

134.9 to 130.7 rials to the {, the import rate for essential goods raised from 112 to 
416.2 rials per £ and the “import rate for non-essentials reduced from 136.5 to 

2.3 rials to the rz 

A new bank has been established to grant loans and credits to the Iranian 
Seven-Year Development Plan Organization and to administer the banking 
affairs of the Plan Organization and its affiliated companies. The bank has a 
capital of 150 million rials, of which 50 million rials have been paid up and the 
balance guaranteed. 

Italy 

The Anglo-Italian Economic Committee has reviewed commercial relations 
between the United Kingdom and Italy. New quotas have been arranged for 
trade in 1951-52 in manufactured and consumer goods of kinds still subject to 
quantitative restriction; these quotas should result in a further expansion in 
trade in these commodities. Questions relating to economic collaboration for 
re-armament purposes have also been examined, as well as financial issues 
affecting Italy’s relations with the sterling area. 

The Italian Government has authorized the Treasury and the Exchange 
Control to spend up to 100,000 million lire on stockpiling food and raw materials, 
[t is not clear whether the money will be used for new purchases or to cover the 
cost of purchases already effected by “Arar ’’, the State-controlled organization 
that was set up at the end of the war to liquidate surplus war materials. ‘‘Arar” 
has made considerable purchases of raw materials for stockpiling with funds 
borrowed from the banks. 


Japan 

The Bank of Japan has announced that, in co-operation with other Government 
agencies, it is seeking to devise an overall import financing system to remedy the 
present shortcomings of the foreign currency budget. The announcement follows 
a dispute between the different official bodies concerned in import financing. 
The Ministry of International Trade and Industry has argued that the Government 
should guarantee the financing of foreign imports so long as it is in control of the 
foreign currency budget, while the Bank of Japan and the Foreign Exchange 
Commission have held that imports should be controlled through monetary policy. 
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A new law has relaxed restrictions governing foreign investment in Japan. It 
is now possible for some types of foreign investor to obtain a guarantee that they 
may remit investment earnings in foreign exchange and to. acquire shares in certain 
Japanese companies. A survey undertaken by the Foreign Capital Commission 
estimates that foreign investment in Japan amounted to only U.S. $2.8 millions 
in the two-year pe ied to March, 1951. 


Malaya 


The Government has informed the Rubber Producers’ Council that it cannot 
accept the Council’s contention that the present local inflation is not primarily 
due to higher prices and incomes in the rubber industry; nor does it agree that 
the building up of a stabilization fund for rubber would be dangerous or undesirable. 
The official statement maintains that although the price of rubber has recently 
declined it is still high and that inflationary pressure is still present in force. The 
Government has asked the Council to put forward alternative proposals for 
safeguarding the future of the industry against a fall in prices and against any loss 
of output due to failure to replant on an adequate scale. 


Netherlands 

The Dutch position in the European Payments Union has shown a further 
deterioration and a request has been made to the O.E.E.C. Council for an increase 
in the credit quota established for the Netherlands under the E.P.U. agreement. 
A Parliamentary Commission has reported that since the beginning of 1951 the 
country has been losing foreign exchange at a rate averaging Fls. 150 millions 
per month. 

Netherlands banks, stockbrokers and institutional investors have been granted 
permission to transfer securities abroad, provided the securities remain accessible 
to the Dutch Government. 


Norway 


The boom in shipping freights and in some other Norwegian export industries 
during the past few months has markedly improved Norway’s payments position. 
The June settlement of E.P.U. showed that Norway was in surplus with other 
0.E.E.C. countries for the first time since E.P.U. started. This development has 
induced the Norwegian authorities to make slight relaxations in import restrictions. 


Pakistan 


New regulations have been introduced to govern the transaction of foreign 
exchange business and to provide for supervision of authorized foreign exchange 
dealers by the State Bank of Pakistan. It has been announced that any dealers 
who abuse the new system by seeking speculative profits will be deprived of their 
licences. The State Bank will buy Indian rupees from authorized dealers at 
1444 per 100 Pakistan rupees and sell them at 143? per 100 Pakistan rupees. 
Forward exchange rates, at which authorized dealers will transact business with 
the public, have been fixed at 144} buying and 143% selling. Forward deals 
can be arranged through authorized dealers on presentation of a firm contract 
for the supply or purchase of goods from India. The opening of letters of credit 
will not be required. 

Official returns show that in the year to March 31, 1951, Pakistan had a trade 
surplus of no less than Rs. 800 millions. 


Paraguay 
The Paraguayan central bank has introduced a new system for the granting of 


exchange for imports. From now on exchange will be granted in accordance 
with the terms of an exchange budget prepared with the assistance of a technical 
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mission from the International Monetary Fund. Applications for import permits 
must be made at stated periods. The Monetary Board will set out details of the 
types of merchandise that can be imported and the amounts of the various cur- 
rencies it is intended to distribute. 


Rhodesia 


The Economic Co-operation Administration has agreed to make a loan of {5 
millions to the Northern and Southern Rhodesian Governments to finance an 
improvement in railway facilities in Rhodesia. The purpose of the planned 
development is to facilitate an expansion in raw material supplies and to aid the 
economic progress of the two countries. The loan is repayable over a period of 
15 years, in instalments that will increase as output expands. It is hoped that 
repayment will take the form of supplies in which the United States is deficient. 
The resources involved will be drawn from the “ 5 per cent.’’ of sterling counter- 
part funds that had to be set aside for E.C.A. use by the British authorities against 
past E.R.P. grants. 

The Commission set up by the Central African Council has recommended a 
{74.5 millions hydro-electric scheme to harness the Zambesi River in Southern 
Rhodesia. The report recommends that the capital for the scheme should be 
raised “as and when required ” 


Switzerland 


A syndicate of eight leading Swiss banks has successfully completed the 
marketing in Switzerland of Frs. 50 millions of bonds of the International Bank 
for Reconstruction and Development. The bonds carry interest at 3} per cent. 
and are redeemable between 1959 and 1963. To facilitate the World Bank’s first 
public offering of its bonds on the Swiss market, the Swiss Government has signed 
an agreement that accords the bank in Switzerland most of the rights and privi- 
leges that it enjoys in the countries of its members. 

The Banque pour Valeurs de Placement of Zurich is reported to have founded 
in Tangier a company that will operate as “‘ an investment trust in gold’. The 
new concern will store gold and issue two types of security against these deposits, 
one in bearer and one in registered form. It is thought that the facilities offered 
by the new institution will facilitate trading in gold by Swiss residents. 


Turkey 
The Organization for European Economic Co-operation has granted Turkey a 
special temporary credit of $12.5 millions out of the funds of the European Pay- 
ments Union. The loan is nepeyane by October 21 this year. It has also been 
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announced that the American authorities are to grant Turkey an additional 
$17.7 millions of Marshall Aid and economic assistance. 


United States 

The Director of Defence Mobilization has issued his second quarterly report to 
Congress, covering the three months to the end of June. The report argues that 
strong inf itionary factors are present in the American economy, that a money- 
goods gap of between $10,000 millions and $20,000 millions is in the making, and 
that the full brunt of the inflationary pressures generated by plant expansion and 
defence deliveries has yet to be felt. It complains that defence deliveries are 
lagging about 20 per cent. behind schedule because of delays in tooling up, in 
expanding plant and in developing a suitable procedure for new contracts. The 
report shows that there was no serious advance in prices in the second quarter of 
the year and that the wages-prices spiral was substantially checked. 

The Secretary of the Treasury, Mr. Snyder, has announced a realized budget 
surplus of $3,510 millions for the year to June 30 last. The surplus, the biggest 
in American history, contrasted with a deficit of $3,122 millions in the previous 
fiscal year. Mr. Snyder attributed this unexpectedly large surplus to the buoyancy 
of taxation under inflationary pressures, and he warned that America is faced with 
a deficit of $10,000 millions in the new fiscal year unless appropriate new taxes 
are quickly enacted. 

A joint report by the Commerce Department and the Securities and Exchange 
Commission estimates expenditure by U.S. business on investment in new plant 
and equipment in the second quarter of the year at $6,420 millions. This is 
considerably above the forecast level. 


Yugoslavia 

The United States, Britain and France have agreed to make substantial grants 
to Yugoslavia for the purchase of raw materials, consumer goods and other essential 
supplies. The British donation in the year to March 31, 1952, has been tentatively 
fixed at {10 millions. The assistance is intended to strengthen Yugoslav resistance 
to pressure from the Cominform states, but it will not be dependent on the fulfil- 
ment of political conditions. The Yugoslav authorities have promised to take 
all possible measures to reduce dependence on foreign aid to a minimum and to 
inaugurate an export drive. 





Appointments and Retirements 


Bank of Scotland—Head Office: Mr. J. Letham to be accountant and assistant secretary on 
retirement of Mr. R. Galloway. 

ee Bank—Mr. Anthony Charles Barnes, D.S.O., O.B.E., deputy chairman of Barclays 
Bank (D., C. and O.) has been elected a vice-chairman of the board of directors. Inspection 
Dept. : om H. F. M. Folkard, from Rome, to be an inspector. Trustee Dept., Leeds: Mr. R. 
Pocklington, a trust officer, to be manager. Forest Gate: Mr. K. P. Bradburn, from Enfield, 
tobe manager. Upper Holloway: Mr. A. Davidson, from Russell Square, to be manager. Stratford 
Broadway: Mr. C. G. Kimber, from Forest Gate, to be manager. Kendal and Bowness-on- 
Windermere: Mr. N. T. L. Windsor, from Llandrindod Wells, to be manager. Llandrindod 
Wells: Mr. J. P. Jones, from Aberystwyth, to be manager. Reading, St. Mary’s Butts: Mr. 
S. G. Clegg, from Kendal and Bowness-on-Windermere, to be manager. 

Barclays Bank (D., C. and O.)—Mr. Arthur Stephen Aiken has been elected a vice-chairman 
of the board. 

Clydesdale & North of Scetland Bank—Edinburgh : Mr. G. M. Bruce, superintendent of branches, 
to be Edinburgh and district manager. Head Office: Mr. J. Kinloch and Mr. D. Smith to be 
joint superintendents of branches. Mr. J. M. Heggie to be staff manager. Mr. W. B. Henderson 
to be assistant staff manager. Bo'ness: Mr. Barlow Scott, from Rutherglen Rd., Glasgow, to 
be manager 01 retirement of Mr. D. Rankine. Golspie: Mr. H. Philip, from Chief Office, Aberdeen, 
to be joint manager with Mr. A. C. MacAulay. 
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District Bank—Bacup: Mr. A. Armitstead, from Nottingham, to be manager. Slackpool, 


Talbot Rd.: Mr. K. R. Griffiths to be manager. Colwyn Bay: Mr. W. R. Thomas, from Llandudno, 
to be manager. Heywood: Mr. P. Grindrod to be manager. Llandudno: Mr. A. E. Powell, from 
Southport, to be manager. Longton (Staffs): Mr. E. J. Bond to be manager. Middleton : Mr, 
J. B. Pulford, from Withington, to be manager. Stockport, Market Place: Mr. H. Percival, from 


Cheadle, to be manager. ; 
Lloyds Bank—Eastern Counties Committee: The Rt. Hon. Lord Luke, T.D., D.L., has been 


appointed a member. 

Martins Bank—Wallsend: Mr. A. E. Nichol, from Newcastle upon Tyne, to be manager. 
Midland Bank—London—Head Office, Legal Dept.: Mr. J. S. S. Campkin to be principal; 
Branch Treasury: Mr. G. A. McAuliffe to be chief cashier on retirement of Mr. W. H. Fleetwood. 
Mr. A. G. Moore to be assistant chief cashier; Baker St.: Mr. R. G. D. Hawkins, from Oxford 
Circus, to be manager; 171 Bishopsgate: Mr. R. Devey, from Eastcheap, to be manager on 
retirement of Mr. A. C. Weber; Maida Vale: Mr. P. H. Youngman to be manager; Notting 
Hill Gate: Mr. T. Spence, from Maida Vale, to be manager on retirement of Mr. F. E. Comben; 
Pall Mall: Mr. G. J. Brown to be sole manager on retirement of Mr. F. W. G. Davey. Belper: 
Mr. W. Royle, from Bletchley, to be manager. Bromley Hill: Mr. C. W. Keeble, from Epsom, 
to be manager on retirement of Mr. F.S.C. Manners. Buckley: Mr. H. H. Griffiths, from Holywell, 
to be manager. Wilmslow: Mr. T. A. Dawson, from Barrow-in-Furness, to be manager on retire- 
ment of Mr. S. Rhodes. 

National Provincial Bank—Sir Frederick William Leith-Ross, G.C.M.G., K.C.B., has been 
appointed a director. The Rt. Hon. Lord Perry, K.B.E., LL.D., has, for health reasons, found 
it necessary to resign his seat on the board. Overseas Branch: Mr. F. E. A. Dubois to be head of 
bill dept. Aldersgate St.: Mr. T. Marks, from South Norwood, to be manager on retirement of 
Mr. F. W. M. Moore. South Norwood: Mr. A. H. Ellis, from inspection dept., to be manager. 
Aberystwyth: Mr. D. I. Thomas, from Cardigan, to be manager on retirement of Mr. J. E. Jones. 
Bridgend: Mr. J. J. George, from Llandovery, to be manager on retirement of Mr. T. H. Benson- 
Evans. Colchester: Mr. C. B. Adlard, an inspector of branches, to be manager on retirement of 
Mr. T. C. Joy. Hull, Beverley Rd.: Mr. F. Willis, from Goole, to be manager in succession to 
the late Mr. C. Hadlow. Swindon: Mr. C. P. Warner, from Waterlooville, to be manager on 
retirement of Mr. L. L. G. Caradine. 

Standard Bank of South Africa—The Rt. Hon. The Earl of Scarbrough, K.G., G.C.S.L, 
G.C.1.E., has been elected a member of the board. 

Union Bank of Scotland—Kirkwall: Mr. J. L. White, from Edinburgh, to be manager on 
retirement of Mr. J. W. Dickson. 
Westminster Bank—Head Office (41 Lothbury, E.C.2): Mr. C. Mayne, from Bedminster, to be 
an inspector of branches. Lombard St. Office: Mr. L. G. Bowring, from St. Mary Axe, to be 
joint manager in association with Mr. H. A. Maggs. Mr. D. J. B. Chandler, from Threadneedle 
St., to be deputy manager. Threadneedle St.: Mr. G. W. Hales, from Tavistock Square, to be 
deputy manager. Bedminster: Mr. T. P. Powlesland, from Yeovil, to be manager. Newark: 
Mr. C. Best, from Lutterworth, to be manager on retirement of Mr. R. Reid. Tavistock Square: 
Mr. C. H. Bailey, from Catford, to be manager. Wembley, Kingsbury and Wembley Park: Mr. 
N. J. Russell, from Spring Grove and Isleworth, to be manager. 








CROWN AGENTS FOR THE COLONIES 


ACCOUNTANT required by the Government of Nigeria for the Accountant-General’s 
Department for one tour of 18 to 24 months with prospect of permanency and of promotion 
to more senior posts in future years. Salary according to qualifications and experience in 
scale £711 rising to £1,290 a year (including allowances). Outfit allowance £60. Free passages 
tor officer and wife and assistance towards the cost of children’s passages or their maintenance 
in this country. Liberal leave on full salary. Local Government Superannuation rights can be 
preserved. Candidates should be members of one of the recognised bodies of professional 
accountants or be of good education and have had substantial experience with a firm of account- 
ants or a bank or in an Accounts Branch of a Government Department, Municipality or Public 
Company. Apply at once by letter, stating age, full names in block letters, and full particulars 
of qualifications and experience, and mentioning this paper, to the Crown Agents for the 
Colonies, 4 Millbank, London, $.W.1, quoting M.24704.C. on both letter and envelope. The 
Crown Agents cannot undertake to acknowledge all applications and will communicate only 
with applicants selected for further consideration. 
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Ways and Means Advances: 
Bank of England 
Public Departments 
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National Savings 
(£ millions) 


















Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total | ficates Bonds Banks Total 
(net) (net) (net)* Small (net) (net) (net)* Small 
39.7 20.4 27.0 87.1 1949 Aug. .. - 1.9- 1.6 -0.3 - 3.8 
40.3 - 3-7 - 19.6 17.0 Sept... - 3.0=— 2.06 A 2:3 
2.7 - 19.8 2.9 — 14.2 Oct. .. =-1.6= 4.5 7-7 4.6 
16.4 — 25.1 19:2 8.5 Nov... = 3.2 = 1.7 1.8 - 3.0 
Dec. .. -— 4.2 - 1.9 -12.7 - 18.8 
290.4 - 29.9 54.6 54.1 1950 Jan. .. -0.6- 1.8 17.6 15.2 
-— 2.3 -— 31.2 13.7 - 19.8 Feb. .. - 3.2 = 2.6 13.0 7.2 
— 4.5 — 20.3 6.4 -— 18.4 Mar... -1.7- 4-7 6.0- 0.4 
a= oe 63 .—. a7 Apt... = 2.5 = 3.2 3.7 3.0 
May —-3.8- 3.4 0.4 - 6.8 
= £. 2.2 8.1 Jaume .. -—4.6- 3.0 -— 2.7 — 10.3 
Bo ma “¥ ee july .. —-4.7-—- 2.5 =~ 6.7 = 13.9 
the Ane 29 eRs AM: 2. = 48 = 2:3. = 6.5 —- 7.2 
~Se~ £26 £86 95.2 wept... =—4.8 = 2.7 5.1 - 2.4 
See.. -s:5. = BBs S52 8.8 5.4 
NOV... =3.0= 2:97 <= 20 
-$-3- 92 94 5 Dec. .. -— 4.4 - 2.4 188 — 23.6 
“10.9 - 9.6 6.4 - 14.1 1951 Jam... —1.5- 2.0 15.0 I1.5 
—13.0- 7.5 - 2.4 - 23.5 Feb... 19.3 2:5 +6 25.5 
=S8- 7.3 ° 3-2 Mar. .. 9.7 3.8 5.8 7.7 
April .. 7.7 =< O82 = 2.4 0.1 
27-5 3-9 3-3 34-7 May 2.7 - O.1 -14.7 - 12.1 
15.3 0.1 — 26.9 — 13.7 June .. 4.9 0.2 12.8 7-7 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Ord Ord. By Ord. Ord. 
Exp. Rev. Deficit Quarters: Exp. Rev. Deficit 
£m. £m. £m. £m. £m. fm. 
898 .1* 872.6 25.5° 1948 I 1023.0 1435.8 412.8t 
1054.8* 927.3 127.§° a 3 613.8 794.8 181.0t 
1809.7* 1049.2 760.5* ae os 751.4 831.7 80. 2+ 
3867.2 1408.9 2458.3 ”_ .; 791.4 802.7 11.3t 
4775-7 2074.1 2701.0 1949 I 996.2 1577-9 581.7T 
5623.2 2819.9 2803.3 Il 754.0 750.7 2.84 
5788.4 3038.5 2749.9 III 833.0 820.7 23.3 
6057.8 3238.1 2819.7 ier 823.7 811.0 ia.7 
5474.8 3284.5 2190.3 map tf... 946.0 1536.3 590.3 
3910.3 3341.2 569.1 MB .« Fag 768.8 43.5t 
3187.1 3844.9 657.8t Ill .. 778.2 813.3 35.1T 
3152.8 4006.6 853.8t IV .. 803.7 791.6 12.1 
3356.6 3924.0 567.4T 1951 I 930.8 1604.2 673.4t 
3238.0 3977.8 739.9t II $290.6 846.0 16. 4f 
* Allowing for loan expenditure. + Surplus. 
Floating Debt 
July 22, June 23, June 30, July 7, July 14, July 21, 
1950 1951 1951 1951 1951 1951 
fm. fm. £m. £m. £m. £m. 
— 2.3 0.5 = = — 
390.2 384.5 353-0 342.8 373.2 335-4 
3130.0 3220.0 3220.0 3210.0 3230.0 3230.0 
a 2025.9 2108.7 2132.2 2165.1 2129.1 2161.9 
‘ipts 380.0 345.0 344.5 344.5 344.5 344.5 
5932.1 6076.8 6071.9 
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Treasury Deposit Receipts 


Raised Redeemed Outstandingt 
£m. £m. £m. 

1949 Dec. SF io ad ad 142.5 872. 

1950 March 31 .. a a 29. 495. 


June 30 .. ne ‘ Oo. 190. 350. t 
Sept . ee <a aig 55- — 505. | 0 
Dec. Oe - 4 i sis ; 139.0 525. * 


1951 Jan. Re es os ma 105. 420. Hon. | 
Feb BA: as na oi - So. 340. man, ] 

March 31 .. oa — : 146. : 283.5 
April 28 .. ‘a ain 130. 94. 319.5 The 
May 26 .. ws «i 75. 75. 319. § ment | 
June 30 .. - ' 50.0 25.0 344. for the 
* Periods ended on last Saturday in each month, except at final month in each quarter. I ai 
t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. — 
action 
1951 Net New 1951 Net New of exp 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing bank’s 
jan. 6.. —- 25. — 25. April 14 
Se «3 30. — 30. ie SF ks : 
ss OF ss i — 2: 3 TOs: — 
; ae - : — 25. May 5... — 


.0 -- 25.0 
.O — 19.5 
— 24.5 
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Deficit _———— - - — at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from .- Gold mP. in 
Credits I.M.F. Loan Reserves 
1940 ae 1123 ——- + 220 2696 
1947 : ‘ 327: _- — 618 2079 
1948 R “ 352 2 325 82 — 223 1856 
1949 : 
= tr 30 + 56 1912 _ Inve 
II Rr 30 — 262 1651 £I1,40 
III a ; 29 2 - 225 1425 of bus 
IV a ai 3 27 + 263 1688 during 
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BANK OF BRITISH WEST AFRICA 


WIDENED 


SPHERE 


OF ACTIVITIES 





LORD 


HARLECH’S 


STATEMENT 





HE nity-seventh annual general meeting 

of the Bank of British West Africa, Ltd., 

was held on July 12 in London, the Rt. 
Hon. Lord Harlech, K.G., G.C.M.G., the chair- 
man, presiding 


The following an extract from his state- 
ment circulated with the report and accounts 
for the year to March 31, 1951: 


I am glad submit figures and results 
which I believe you will examine with satis- 
faction as they portray an appreciable degree 
of expansion and a general widening of the 
bank’s activities. 


1S 


to 


Capital remains unchanged at 41,200,000. 
A sum of £50,000 has been taken from profits 
and added to the reserve fund, bringing the 
total to 41,000,000. A further sum of £50,000 
kas been placed to contingencies account. Cur- 
rent, deposit and other accounts at £52,710,589 
show an increase of £8,081,874 over the 
previous vear 


There has been a substantial increase in the 
amount outstanding in respect of liabilities on 
acceptances, confirmed credits and _ other 
engagements on behalf of customers from 
5 to 410,549,839. 


rf 


£5,300, 


ASSETS 
Turning to the assets side, cash holdings at 
{5,223,419 are lower by £2,807,315, but money 
at call and at short notice is higher at 
{25,600,000 by 49,175,000. It will be observed 
that the ratio of liquid assets to deposits stands 
at approximately 60 per cent Such position 
is by no means static, our resources are 
continually turning over and a high degree of 
liquidity is necessary to enable the bank to 
finance the purchase of West African crops 
whose value has so markedly increased, and 
also to meet the heavy demands made by mer- 
chant houses covering the despatch of con- 

sumer goods to West Africa. 


Investments show little change at 
{11,400,393. There has been a steady growth 
of business in loans, advances and overdrafts 
during the year. An _ increased total of 
{9,199,808 appears in the balance-sheet com- 
pared with 47,847,095 a year ago. Premises 
and furniture stand in the books at {121 
and represent an increase of £10,876. 


as 


715 


In view of the increased profits at our dis- 
posal your directors have given careful con- 
sideration to the payment of rs dividend this 


year. An interim dividend of 24 per cent. was 
paid in December, 1950, and it is now recom- 
mended that a final dividend shall be paid at 
the rate of 64 per cent., bringing the total to 
9 per cent. for the full year. In making this 


recommendation, I believe shareholders will 
appreciate that they are now being compen- 
sated to some extent for the lower range of 
dividends they received during the difficult 
years preceding and during the war. I might 
perhaps add that a dividend of 9 per cent. has 
been paid on several occasions in the history 
of the bank, while on two occasions the rate 
was IO per cent. 


INFLATIONARY TROUBLES 


Despite precautionary measures, West Africa, 

in common with other parts of the world, i 
having inflationary troubles. Steps taken by 
the Marketing Boards to curb the worst of 
these have been partially effective, but world 
demand for tropical crops has been so great 
that prices have moved steadily upward, with 
the natural consequence that the cost of living 
in West Africa has become dangerously high. 
These tendencies have not yet come to an end 
and, wherever possible, Governments will be 
well advised to counter them by concentrating 
on the production of domestic food crops to 
an even greater degree in order that such 
adverse conditions may be minimized. 
West Africa has flourished 
throughout the year. African producers are 
receiving high values for their exportable 
wealth and are clearly making efforts to take 
advantage of the present international situa- 
tion which has created an urgent demand in 
world markets. 


Trade with 


Fortunately, supplies of consumer goods 
shipped to West Africa have been sufficient to 
meet demands and although sales to local 
African markets by the retail merchant houses 
have been on a heavy scale, there has been fre- 
quent evidence of price resistance against the 
increased cost of imported manufactured 
goods. It seems, therefore, that there will be 
future problems toface in connection with mer- 
chandise replacements as manufacturing costs 
are still mounting in every country and retail 
prices must follow. 

My former personal 
African territories goes back for many years. 
Realising their immense potential wealth, I 
naturally have great faith in their future, 
which is assured by the valuable agricultural 
crops and mineral assets they possess. Our 
bank has grown and progressed in step with 
these Colonies and, having sufficient resources 
at our disposal, we are well equipped to meet 
the demands of these expanding countries with 
equanimity. With prospects such as these, I 
believe I am justified in looking to the future 
with feelings of confidence. 


experience of these 


The report was adopted. 





THE ORION 


EXTENSION INTO DIRECT 


HE twenty-first annual general meeting 
of The Orion Insurance Company, Ltd., 
King 


0-72 


was held on July 19 at 70-72 
William Street, London, E.C.4. 

The following is an extract from the state- 
ment by the chairman, Sir Strati Ralli, Bart., 
M.C., which was circulated with the report and 
accounts: 

In November, 1950, the paid-up capital of 
the company was increased from 4350,000 to 
£400,000 by the allotment to existing share- 
holders of an additional 50,000 Ordinary shares 
of £1 each at a price of 20s. per share, in the 
proportion of one new share for every seven 
shares held, such new shares ranking pari passu 
with the old shares in all respects. 


In my statement last vear I intimated that 
the problem of introducing the company into 
the direct fire and accident markets was en- 
gaging our attention, and this year I am able to 
report that the. company has now made an 
active start in this direction. The underwriting 
of business within the new fire and accident 
department, which commenced operations in 
November last, is being conducted jointly by 
Mr. J. C. Parsons and Mr. G. E. Willett. 

Hitherto, a large proportion of the business 
comprised in the fire, accident and miscel- 
laneous account has consisted of a specialised 
form of reinsurance business underwritten for 
the company by its chief agents, Messrs. Alexr 
Howden and Co., Ltd., and the importance to 
the company of this extension of its activities 
into direct fire and accident business is that, in 
time, it will provide a much broader basis for 
the non-marine side of our operations and will 
also enable us to offer to brokers and clients 
generally a far more comprehensive insurance 
service. 

The progress made by the new department 
in the first few months is encouraging, and | 
should like to take this opportunity of con- 
veying our thanks to the many broker and 
company friends who have supported us in this 
development. 


Our overseas business is progressing satis- 
factorily and we have recently extended our 
interests into Jamaica and West Germany. In 
Canada, Messrs. Dale and Co., Ltd., our 
Dominion agents, have made a very encoura- 
ging start in their underwnting for the 
company 


MARINE DEPARTMENT 


In the marine department the net premium 
income for 1950 amounted to 4G68,856, com- 
pared with /1,147,006 for 1949. This decrease 
in premium income was anticipated and is the 
result of a deliberate policy of reducing certain 
sections of the account. 


INSURANCE CO. 


FIRE AND ACCIDENT MARKETS 


The sum of 490,000 has been transferred to 
profit and loss account out of the 1948 closed 
underwriting account and the marine fund now 
stands at £1,185,350 (122 per cent 

Our 1949 and 1950 underwriting accounts are 
developing satisfactorily, although, generally 
speaking, the background for both hull and 
cargo underwriting has deteriorated during the 
past 12 months. 


FIRE, ACCIDENT AND MISCELLANEOUS 
DEPARTMENT 

Che net premium income of this account for 
1950 amounted to £704,449, compared with 
£071,001 for 1949 \fter setting up the usual 
50 per cent. reserve for unexpired risks a sum 
of £48,757 has had to be transferred into this 
account from profit and loss account 


Che loss shown by this account for 1950 is 
largely attributable to the Windstorm catas- 
trophe which occurred in the North-east States 
of America in November, 1950, and which con- 
stituted one of the heaviest losses arising out of 
one event ever suffered by the London market. 


PROFIT AND LOSS ACCOUNT AND 
BALANCE-SHEET 

\fter bringing in gross interest and dividends 
of £84,308 and the net transfer trom revenue 
accounts of £41,243, and after deducting direc- 
tors’ fees £2,000, other expenses and audit fee 
411,127, and providing the sum of £91,000 for 
United Kingdom taxation, the net balance for 
the year amounts to £21,424. To this has to 
be added the sum of £92,686 brought forward 
from 1949, making a total of {114,110. After 
transferring £2,000 to staff contingency reserve, 
there remains a balance available for distribu- 
tion of £112,110, out of which your directors 
tecommend the payment of a dividend of 10 
per cent., less income tax, for the year 1950. 
This is the same rate as that paid for the year 
1949, and requires a net sum of ¢ 21,000, leaving 
a balance of £91,110 to be carried forward. 

The total assets of the company now stand 
at 43,861,023 and the total capital and reserve 
position at £719,670 compared with £652,430 
last year 


GENERAL REMARKS 


In closing, | know you will wish me to place 
on record our appreciation of the services ren- 
dered to the company throughout the past 
vear by the management, senior officials and 
all members of our staff. 

To our friends in the London market and 
to agents both at home and overseas we tender 
our thanks for the valued support they have 
given us throughout the past year. 


The report and accounts were adopted. 
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THE STANDARD BANK 
OF SOUTH AFRICA 


LARGER PROFIT 
HE 138th ordinary meeting (being the 
Temi general meeting for the year 1951) 
of The Standard Bank of South Africa 
Ltd. was held on July 25 in London, Mr. M. F. 
Berry, the chairman, presiding. 

The following are extracts from his statement 
circulated with the report and accounts for the 
year to March 31, 1951: 

“Compared with last year the principal 
changes on the assets side are increases in the 
total of ‘‘ Bills of Exchange Purchased ’’ and 
“Advances.” These increases amount to 
{12 million and £18} million, respectively. 
The larger figure of Bills of Exchange being 
handled by the bank is a reflection of the 
increased movement of goods following the 
sradual relaxation of import control and the 
steadily rising price level which started with 
devaluation and has been further extended 
since the commencement of hostilities in 
Korea and rearmament in Europe and America. 
Importers who foresaw the likelihood of 
shortages resulting from the diversion of manu- 
facturing energy into rearmament in the 
countries from whom they have _ hitherto 
received their supplies of manufactured goods 
have accepted the opportunity to improve the 
position of their stocks. 

' The larger total of advances arises from the 
same causes, although in this case where finance 


is required pending their realisation the rising 
price of raw materials exported by the coun- 
tries of Southern Africa has had an important 
effect. 

Turning to the liabilities side of the balance- 
sheet, the principal change of note is the 
increase in ‘Current, Deposit and Other 
Accounts.’ This now amounts to {£272 
million, that is to say, £40 million more than 
last year. 

The profit amounted to £809,224; that is to 
say, £48,532 greater than last year. Adding 
the balance of £178,524 brought forward there 
is a total of £987,748 to be dealt with. Out of 
this sum an interim dividend of 7s. per share 
was paid on January 27, 1951. As usual, the 
item, which amounts to £175,000 gross, is 
shown in the Profit and Loss Account after 
deduction of tax at gs. in the pound, at 
£90,250 

From the balance remaining, £891,498, the 
appropriation to Bank Premises of £150,000 is 
repeated, leaving available for allocation 
£741,498. It is recommended that an amount 
of £400,000 should be allocated to the Officers’ 
Pension Fund and that a final dividend of 9s. 
per share, together with a bonus of 4s. per 
share be paid, leaving a sum of £170,873 to be 
carried forward to next year’s accounts. The 
dividend and bonus now recommended will 
amount to a total of £325,000 gross and after 
deduction of income tax will appear in the 
accounts at £118,125 and £52,500, respectively. 

The past year has seen considerable further 
capital development of the Union’s resources. 

The report and accounts were adopted. 
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Bankers in South Africa to the United Kingdom Government. 
the Governments of Southern Rhodesta, Northern Rhodesia, Nyasaland and 
Tanganyika 


Capital Authorized and Subscribed ‘ 


Capital Paid Up ‘ji P 
Reserve Fund . 


10 CLEMENTS LANE, 


Bankers to 


£10,000,000 
- _  £5,000,000 
£5,000,000 


LOMBARD STREET 


& 77 KING WILLIAM STREET, LONDON, E.C.4 


LONDON WALL Branch, 63 London Wall, E.C.2 
WEST-END Branch, 9 Northumberland Avenue, W.C.2 
NEW YORK AGENCY, 67 Wall Street 

HAMBURG AGENCY, Speersort, 6 


500 Branches, Sub-Branches and Agencies in SOUTH, EAST and CENTRAL AFRICA 


Banking Business of every description transacted 
at all Branches and Agencies 





Time for Eastern trade 


Ten-fifteen in England and the London, 
Manchester and Liverpool offices of The 
Chartered Bank of India, Australia and 
China have already opened to the public. 

At New York the day’s work has not 
yet begun. In the East at Colombo 

it is tea-time and in Hong Kong business 

is finished for another day. But wherever 
business men engaged in the Eastern trade 
may be, they will find at the nearest branch of 
The Chartered Bank up-to-the-minute inform- 


ation, skilled assistance and efficient banking services. 
I 


THE CHARTERED BANK OF INDIA, AUSTRALIA AND CHINA T: 


(Incorporated by Royal > eae 1853) L 

Head Office: 38 Bishopsgate, London, E.C.2 Oxfor« 

West End (London) Branch: 28 Charles I Street, London, S.W.1. Chubb 

Manchester Branch: 52 Mosley Street, Manchester, 2. joint I 
Liverpool Branch: 27 Derby House, Liverpool, 2. 


New York Agency: 65 Broadway, New York, 6. The 


Branches of the Bank are established at most centres of commercial importance read 
throughout Southern and South-Eastern Asia and the Far East. Mr. L 
of the 
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thereby increasing efficiency. 3. The employer’s contribution 
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Provision can be made for Specialist advice is available on 
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. Special arrangements can be “Security as an aid to Efficiency.” 
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ASSURANCE SOCIETY LTD. 
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CHUBB & SON’S LOCK AND SAFE 


DEVELOPMENT 
EXPANSION 


MR. H. EMORY 


HE sixty-eighth annual general meeting 
To Chubb and Son’s Lock and Safe Co., 

Ltd. was held on August 1 at 40-42, 
Oxford Street, London, W., Mr. H. Emory 
Chubb, C.B.E., M.I.Mech.E., chairman and 
joint managing director, presiding. 


The secretary (Mr. S. H. Cornford, A.C.1.S.) 
read the notice convening the meeting and 
Mr. L. C. Winterton, F.C.A., read the report 
of the auditors. 


The following is the Chairman’s review cir- 
culated with the report and accounts: 


It is my privilege to present to you our con- 
solidated balance-sheet for the year ending 
March 31, 1951, and I am glad to tell you that 
it has been one in which considerable advances 
have been made in the development of the 
company’s activities. 


HALF OUTPUT EXPORTED 

We are doing all we can to promote export 
and especially that to hard currency countries. 
The result of our efforts is that some 50 per 
cent. of our output has crossed the sea, and 
we are informed that our contributions to the 
whole export from this country under the 
heavy safe classification is more than half of 
the total to leave these shores. 


While we have been fortunate in creating 
new business in certain overseas markets our 
general manufacturing policy has largely been 
to consolidate that which we already have in 
those portions of the Empire which still remain 
with us. Though we are ready to trade with 
anyone of stability and good promise, I am 
confident that the greatest security which 
should reward our efforts is to be found in those 
parts of the world where the British flag still 
flies. It is largely for this reason that we are 
now concentrating on building up a definitely 
Imperial business by enlarging our establish- 


re 


OF ACTIVITIES 


OVERSEAS 


HUBB’S REVIEW 


ments in Australia and South Africa and doing 
all we can to create a Canadian goodwill. 

LARGER PROFIT AND DIVIDEND 

May I now draw your attention to certain 
figures in the accounts. The consolidated 
trading profit of £190,308 compares most 
favourably with {£142,283 for the previous 
year. Last year I referred to the extension of 
our pension scheme, the cost of which is shown 
in these accounts as f10,142. A large part of 
the considerable increase in our trading profit 
is absorbed in taxation and the amount finally 
taken to the appropriation account is £55,112, 
of which £45,179 relates to the parent company. 
From this amount the Preference and Preferred 
Ordinary dividends take £4,838. There is, 
therefore, available for the Ordinary dividends 
and reserves £40,341. 


After careful consideration the directors 
recommend an increase in the rate of dividend 
on the Ordinary shares from 15 per cent. per 
annum to 18 per cent. per annum, by paying a 
final dividend of 13 per cent. At the same 
time it is proposed to increase the dividend 
equalization reserve to cover one year’s divi- 
dend on the three classes of shares at current 
rates, together with the consequential 40 per 
cent. profits tax which is levied on all distribu- 
tions. The net cost of the Ordinary dividend is 
£9,575, So £15,000 has been transferred to other 
reserves and a further £6,000 has been written 
off the premium paid on shares in a subsidiary 
company, leaving £3,266 to be added to the 
carry-forward. 


BALANCE-SHEET COMPARISON 


This expansion of our trading activities has, 
of course, been reflected in the much greater 
amount required to finance our business. A 
comparison of the balance-sheet totals for 
1948 and 1951 shows that those of the parent 
company have increased from £435,777 to 
£637,958, an advance of £202,181. This 
increase is represented by: 
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Net amount received from issue of £ 
additional Ordinary shares in July, 
1948 43,399 

79,937 


81,845 


Additions to reserves 


Increase in current liabilities 


£202,181 


\ programme of replacement and additions 
to plant and machinery at the factory during 
the past three years has amounted to £87,519 
of which £64,507 has been met by depreciation 
provided in the accounts during the period, 
leaving the net increase in fixed assets at 
£23,012 


ACTIVITIES ABROAD 

In addition to the expansion of the parent 
company’s business we have also purchased an 
additional factory in Australia and have 
developed a new manufacturing company in 
South Africa. To finance these developments 
we have been largely dependent on a bank 
overdraft, and an application to increase our 
capital is now before the Capital Issues Com- 
mittee 


Because of our high export performance the 
results of the year we are now considering have 
not been greatly influenced by Government 
directives and control, but there are indications 
that during the present year we shall be forced 


to modify our production programme to suit 
the altered conditions. I refer primarily tg 
the curtailment of the purchase of metals 
whether steel or non-ferrous alloys. The full 
impact of the non-ferrous restrictions has, ag 
yet, not greatly interfered with our obligations, 
but we are instructed that we may expect but 
little sympathy in our requests for material for 
the home market, and that the emphasis now 
is to be entirely on goods supplied to dollar. 
producing countries. 


During the past year we have explored the 
possibilities of manufacturing those war-like 
stores which may eventually be required in the’ 
effort to maintain our national freedom, and 
it is our policy to safeguard our output by 
embarking on the manufacture of such articles 
as are urgently needed. 


TRIBUTE TO EMPLOYEES 
Once more I think it would be your wish 
that I thank all employees, whether in the 
works or in our offices, for their enthusiasm 
and for the contribution they have made to the 
successful results of the year under review. 


At the request of the directors I have invited 
Mr. Dunham to take a seat on our Board and 
his acceptance has been a cause of gratification. 
His experience after some 20 years of service 
with us has well equipped him to undertake 
his new duties and it is my hope that he may 
long be spared to assist in our deliberations. 





‘They need | 


MORE 
than pity’ 


No amount of welfare legislation can ever completely 
solve the problem of children hurt by ill-treatment 
There must be an independent, experi- 
enced organisation whose trained workers can protect 
those who cannot defend themselves—and who give 
the patient advice and assistance so often needed 
to rebuild the family life. The National Society for 
the prevention of Cruelty to Children depends on 
voluntary contributions to continue this work. No 
Surer way could be found of helping the helpless, 
and bringing happiness to those who need it most. 


or negiect. 


remember them when advising on wills and bequests 


N:S 
1 $ P - C ” C 
President: H.R.H. PRINCESS ELIZABETH 


Information gladly supplied on application to the Director, N.S.P.C.C., 
2 Vietory House, Leicester Square, London WC2 Phone Gerrard 2774 


XXiv 


SECURITY ! 


Life has a sense of 
firm foundation to 
those who have 


SAFEGUARDED 


the future. 


PROTECT | 
Your dependents and 


PROVIDE 


for retirement by a 


REFUGE POLICY 


REFUGE 


ASSURANCE COMPANY Ltd. 


OXFORD STREET, MANCHESTER, !. 








